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This t’assis presents an evaluation of tiie ari.ie^ 
services’ plans to i.,ipl e;r:ent the cash r.ianaGei.ient phase of 
the Deficit Deduction Act of 1934. This act follcv;s tne 
Debt Collection Act, Pro;np .“ay.nent Act, Deforin 33, and 
sir/iilar legislation desipned to strengthen the control of 
federal funds, motivate soverni.Tent r.iana.'ers to handle 
cash more efficiently, and reduce the national deficit. 

The Deficit Deduction Act is an outgrowth of the Prasidena 
Private Sector Survey on Cost Control (PPSSCC). Th.is act 
authorizes the Department of the Treasury to prescribe 
re^-ulations requiring agencies to implement the PPSSCC ’s 
recommendations for accelerating the billing, collection, 
and deposits of nontax federal receipts. Special at tent io 
is given to the higher echelon (Finance Centers) of the 
arm.ed services who set policies and provide guidance to 
subordinate activities. The results indicate that the 
armed services are improving, but problems remain viith 
impl e.;ier.tin'g legislation and regulations. 






'f 



I. Introduction 

A. lacICoround 10 

3. Objective and Scope 1 

C. ''ethodolo^y 15 

0. Organization 17 

II. Cash '.iana^enient and tne Oeficit Reduction Act 

of 1 gan i • 

A. Cash hanaternent 19 

1. Concept of Cash hana.^einent 19 

2. Cash hana<jer.ient in the Federal 

Government 20 



3. Internal Control and Cash Kana ^ement . . . . 21 

3. Influence of Congressional Legislation and 

Adr.:inistration Regulations 23 

1 . Current Status of Prompt Payment Act 

'uithin DOD 23 

2. Current Status of Debt Collection Act 

’./ithin DOD AC 

C. DOD and Cash. Mana^e-ient 9"' 

D. An Examination of the Intent of the Law ~1 



E. Summary 33 

III. Deficit Reduction Act of 1934 53 

Sack ground 5 5 



Provisions of Public Law '.''3-359. 

1. Collections and Deposits.... 

2. Cash !ianagement Planning and 

Penalties 



UJ 



c 



71 



3. Casi'! nana'~er.i 2 nt I:.i.:)rov e.ient "und 

Summary 



Ia:ole;,ientation of the Deficit Reduction Act of 
1934 72 

A. Implementation of the Prompt Payment Act ar.cl 

Debt Collection Act of 1 932 T'l 

1. The Prompt Payment Act 7'1 

2. The Debt Collection Act 77 

3. Problems vjith* Implementation 32 

3, Implementin'" The Deficit Reduction Act 
of 1 9 34 

1. The Treasury's Role 

2. Cash ;iana 3 ement Review Guide 

3. Benefits for the Treasury... 

4. Benefits to the Agencies.... 

5. Treasury's Implementation Regulation.... 3- 

C. DOD's Role in the Implementation of the Deficit 



Reduction Act of 1 934 91 

D. Treasury's Cor.,ments on DOD's Proposal D',' 

3 . Implementation '■ 3 

1. The Army 9.3 

2. The Air Force ' 

3. The Ilavy 191 

F. The Problems of Imolementinp tne Deficit 

Reduction Act 191 

1. Acccuntinp and Finance Centers 101 

2. Congressional Assistance 101 



0 



LO OJ 



3* ir6£3ut'y -in2iy3i3 10 2 

0. 3’noul:! Legislation Provide Funding ana 

'ianpo'/er 103 

3. An Objective Viev; 103 

V. Surnraary, Conclusions, RecoMinendations 106 

A. SUi'.raary 105 

,0. Conclusion of Study 110 

C. Reco.TiiV.endations 113 

Appendix: List of 'Senate Activities Precedin.g the 

Development of the Deficit Reduction Act...110 

List of References 121 

Initial Distribution List 125 



0 



Li.,t of 



1. 30D Interest/ Zarly Pay Statistics 2-.' 

2. Co..;parison of Army Stations Peporsinj Significant 

Interest Penalties 3 2 

3. Value of Interest Penalties in DOD, FY33 - 

FY35 36 

4. Army Debt by Category 3" 

5. Detail OSAR Analysis 43 

5. Army Debt Protections 47 

7. Air Force Schedule of Total Delinquencies 4 3 

3. Federal Budget and the Gross Faticnal Product, 

Selected Years 52 



7 



OJ 



1. DOD Cor..::!Onents Interest Penalty Payr.sents (P”33- 

FY35)..' ?S 

2. DOD Penalties Paid (FY 33-^TH CTR. FY 34) 27 

. Army Interest Penalty Payments ( FY 83-FY 35) 32 

4. Loci: Box System 63 

5. Treasury General Account Concentration System 54 

5. Federal Reserve Communication System and Treasury 

Financial Cot,imunication Systera 55 



1 . Jr.t ro.liic t i on 

I;.iprova...ent in the Federal Gover n..ient ' 5 nandlin.^ an-.,, 
control of pu'olic funds has been a persistent ';;oal durin^ 
the Ford, Carter, and F.ea^an adi,iinistrations . During the 
mici-1 970 ' s the initial philosophy for i;.;provini; pcv ern-ienta 
,7ioney .aa nager.ient vjas to iu;prove controls, but today t’n.e 
ernpliasis has shifted to usin^ cash riianage.aent as a ...eans 
of reducin.3 the Federal Gover nnient ' s debt and the cost cf 



that debt. [ ?.ef . 1 ] . 

A barrage of congressional Actions has occurred in 
recent years (The Prompt Pay.ment Act, The Debt Collection 
Act, and Federal Managers Financial Integrity Act) uh.ich 
demonstrate that lav/makers and the American voters ’./ant 
government managers to handle cash ..iore efficiently. In 
addition, the current administration aas shown, a unigue 
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Control Systeris), A-125 (Prompt ?ay.ment), 
(Fanaging Federal Credit Programs) and OFih 
33-6 (Cash. Fanagoment) and 53-21 (Credit 



deporting) . These initiatives clearly indicate that 
effective ..iana ge.uent of cash is being given ..i.^h priority. 
[ 5 e f . 1 ] . 
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•';:!Civ:-nQu::D 

In 1933 , unin? his experience as [governor of Califcrn 
Presidenu Hea^an ashed a fron: the private sector to 

study Federal Governn.ent operations and to ."ake recox: .er\- 
dacions for improvements. It was headed by J. Peter 
Grace, a Democrat and Chairman of the H. Grace and 
Company. Me recruited 151 executives from business, 
professional, and nonprofit organizations. They in turn 
obtained the services of 2,000 officials f roui corpo- 
rations, legal and accounting firms, and other private 
organizations. The group became l:nown as the Grace 
Commission (President' Private Sector Survey on Cost 
Control ) . C Pef . 31 

In January 1934, ,:r. J. Peter Grace's report to 
President Reagan outlined 2, -'473 separate, distinct, and 
specific recommendations . If fully imple;.!ented , zhey 
could virtually eliminate the reported deficit by the 
19 GO'S, versus an alternative deficit of 010.2 trillion 
in the decade of the 1990's if no action is taken. A tot 
of 0.'124 billion could result fro..i the iiripler.ientation of 
the Grace Comr.ii ssion recommendations over a three year 
p e r i. 0 J . [Ref. 31 

Durin;, Con .ressicnal testii.,ony in 193^1, Mr. Grace 
cited that cost savings of 05.339 oillion in the area of 
cash management could be achieved over a three year 
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period. Peoides spendin,^ reduccicns, approx irately 15 
percent of net deficit reduction could core fro:.: collectic 
and tirely deposits of cash receipts. [Ref. 31 

Rudolph C. Penner, Director of Conpressional Dudyet 
Office (C30) and Charles A. Bowsher, Corptroller General 
of the United States (head of GAO) testified before the 
Senate Corr.'.ittee on the Budget on 23 February 193b. 

Their testimonies suximarized the analysis of the Grace 
Coi.ir.iission recommendations performed by their respective 
agencies. An analysis of the Grace Commission's work by 
the Congressional Budget Office shov/ed that a majority of 
its recommendations can be characterized as manage.ment 
proposals designed to achieve greater efficiencies and 
help reduce mounting federal deficit. Many of these 
policy change proposals go far beyond any proposals 
recently contemplated by Congress, and a majority of the;.; 
v;ill require congressional actions. 

An analysis done by the General Accountin'^ Office 
(GAO) supports CBO's analysis. GAO reported tiiat approxi- 
::;ately tv;o thirds of the recommendations warranted revie:.' 
and nad overall .merit. GAO has long endorsed stron; 
federal ;:ianagement pr-actices in the area of debt collectic 
Gut one third of the reco..imendations are for actions in 
progress and already addressed by the enactment of the 
Debt Collection Act of 1932. GAO agreed that saving 



opportunities still exist in cnis area. Of tnose proposals 
with Merit, C30's estlMated saving potential tota.^ea 
nearly $10 oiiiion. [ilef. 31 

Provisions of tne Grace Cor.tni ss ion ' s study were 
incorporated into the Deficit Reauction Act of 1034. Tne 
Deficit Reduction Act was passed oy tne Senate on 21 
Marcn 1934 followed oy tne House of Representatives on 23 
June 1934. The Deficit Reduction Act oecame law on 13 
July 1934. [Refs. 4, 5]. 

The Deficit Reduction Act of 1934 (Public Law 93-339) 
was enacted to make cnanges to tax laws and result in 
other management improvements to reduce tne deficit. I’ne 
Deficit Reduction Act was divided into Division A (Tax 
Reform Act of 1934) and Division 3 (Spending Reduction 
Act of 1934 ). 'Jitnin Division B, Subtitle C of Title Vi 
IS the Implementation of tne Grace Commission Recommendation . 
Section 2652 of Subtitle C is the Collection and Deposit 
of Payments to executive Agencies. Tnis section gives 
tne Secretary of the Treasury tne authority to presence 
tne timing and tne methods oy whicn agencies will co.iect 
and deposit money to the Treasury, and to impose charges 
for noncompi iance in an aiaount equal to tne loss to tne 
general fund. rlonies in tne fund wi^i be available 
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wicnout fiscal year iimicaciona for tne payinero of expenses 
incurred in devej-opin^ and carrying out irnproved nieonods 
for coiiecoions and deposits. [Ref. 6] 

iVnat is unique about t.de deficit Reduction Act is 
tnat the Treasury can cianage casn tnroughout t.he Federal 
Government. In addition, the Treasury nas the power to 
initiate penalties for nonco.mpl iance . Within DOD tne 
Deficit Reduction Act is a major issue, and one tnat is 
perceived repetitive and impractical in view of the 
intent of. tne Deot Collection Act of 1932. 3ut the 
Deficit Reduction Act e.mpnasizes new metnods and ti.meiy 
depositing of funds to help reduce the deficit, whereas 
the Deot Collection Act emphasized collections only. Tne 
probie.m is how to implement the Deficit Reduction Act 
within DOD without defeating the intent of Congress and 
confusing tnis legislation wicn tne Debt Co^Lieccion 
Act. In addition, after Congress saturated tne Fedei'ai 
Government with casn .management legislation, it was not 
clear how DOD v;ouid implement the Deficit Reduction Act 
and wnat incentive would exist for tne implementation. 

[Ref. & ] 

B. OBJECTIVE AND SCOPE 

3y improving cash flows tnrough effective casn 
manage.ment . it is esti.matea that the Federal Government 
couid save over S2 billion per year. But to acquire tne 
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3avings, tine reaul^ing progra;r.5 ana tne inpiementa uion 
proceas niuai:. oe definicive, planned, ana accaptabxe 

CO tne armed services. Tnere are prooierns • cnaC acaomoany 
and ofcen precede tne implementation process (e.g., 
funding and manpower requirements , incentives). To 
understand tnese prooiems and the impact of tne Deficit 
Reduction Act on DOD , this study initially reviews the 
concept of casn management, and descrioes the impleme- 
ntation and current impact of the Prompt Payment Act and 
Deot Collection Act on DOD. The major contents of the 
Deficit Reduction Act and the Treasury's role in its 
implementation are examined next. An understanding of 
the Treasury's role provides the justification for its 
selection as tne Act's administer ing agency. 

The next step in the study is an analysis of tne 
implementation of the Deficit Reduction Act within DOD. 

The analysis examines tne Deficit Reduction Act's potentia 
impact on cash management procedures within tne armed 
services. Tne focus of tne analysis is extended to 
include prooiems associated i>;ith implementing tne Prompt 
Payment and Deot Coxlection Acts as past initiatives. 

A comparative evaluation is tnen orovided oetween tne 
'!avy, Air Porce, ana Army to emphasize tne unique prooie:ns 
that each service is confronted with in implementing 
congressional legislation. In addition, tne critical 
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sueps in i.Tipie.nenc in." the Deficit Reduction Act are 
anaiyzea to jeterrnine if the process can oe couipieted 
oefore tne September 1936 deadline. 

The implementation of congress ionai legislation 
witnin tne intent of Congress is not an easy tasi<. It is 
time consuming and often the required deadlines are not 
.met. VJhat are the contributing factors involved which 
stagnates tne process once a oill becomes law? Given tne 
pr-wie;ns of past initiatives and tne experience gainea, 
the inpiementation of follov;-on legislation snouid be 
easier. Tnese issues of ti.ming and resulting pitfalis 
will be addressed in tnis study. 

Finally, a review is done on now tne finance centers 
evaluate and monitor the performance of suoordinate 
activities in tne area of cash management. Since tne 
role of the accounting and finance centers is to prescribe 
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c. ;'h:thojology 

To obtain data and associated bac. expound infor.,.ation , 
points of contacts vjere established within the havy, 

Ar;ny, and Air Force Finance Centers. Current and draft 
docu'.nents on cash siana.^enen t , Pronpt Payment, and Debt 
Collection were obtained from each service. This infor- 
mation, alon'3 'With congressional records, v;as tnen used 
to perform an analysis and establish the bac'.ciyround , 
current initiatives, problems, and aiajor issues of imple- 
mentin" the Deficit Reduction Act. 

The initial literature search revealed tha t there had 
been little or no coinprehensive research conducted on the 
implei.ientation of the Deficit Reduction Act. The primary 
source of information concerning the background of the 
Act v;as found in con'gressional records. The initial 
literature search v;as follov;ed by a series of telephone 
interviews with ..lajor policy participants in 
Washington, D. C. Add i tionally , contacts were ma^e wir... 
liaval Supply Center, Oakland, CA; iiaval Supply Center, 
bremerton, '/A; daval Supply Center, San Diego, CA; and 
the Fleet Accountin; and Disbursing Center, Pacific, San 
Diego, C A . 

Trips were made to the ;iavy Accounting and Finance 
Center in Washington, D. C., the Army Accounting and 
Finance Center in Indianapolis, III, arid the Air Force 
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Finance and Accouni-in^ Center in Jenver, CO. T.ieae 
aeries of crips proviaed insights into tne operations, 
problems, and current initiatives of the financial nead- 
quarters and estaoiisned a oase for for.muiating a 
comparative analysis. At each Finance Center, cash 
management was tne focal issue for discussion oecause of 
the current requirement for implementing the Deficit 
Reduction Act. Fo±low-up information v;as ootained oy 
telephone interviews. It should oe noted tnat tne perceived 
proolems and recommended solutions contained in tnis 
thesis are those of tne autnor and not the various commands. 

D. ORGANIZATIO.’nI 

This thesis is organizea into tne following cnapters: 
Chapter II, Casn Management and the Deficit Reduction Act. 
reviews the concept of cash management and now it applies 
to tne Deficit Reduction Act, Prompt Payment Act, ana tne 
Deot Collection Act. Additionally, tne current impact 
and status of the Debt Collection Act and the Prompt 
Payment Act within DOD are summarized. A determination 
IS made as to wnicn services are best complying witn tne 
standards and the intent of Congress. Tnis information 
will affect tne services' incentives and initiatives as 
tney approacn the implementation of tne Deficit Reduction 

ACL • 
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Chapter III, Deficit Reiucoion Acc oi 1Q34. praser.Lo 
3 perspective of tne intent of tne Deficit Reduction Act. 

It exai.iihes tne components of tne legislation and its 
major provisions. It presents tne Treasury's roxe as 
tne administer ing agency for t.:e Act, and provides an 
understanding of tne intent of Congress in passing it. 

Chapter IV, An Analysis of tne .Ijip.inmen.tat ion of Deficit 
Reduction Act of consolidates the study and examanes 

tne major areas witnin OOD that are affected oy tne 
Deficit Reduction Act. It re_ates the problems experienced 
oy the Prompt Payment and Deot Collection Acts implementation 
process to tne Deficit Reduction Act, addresses now tne 
implementation process will be initiated, and wnetner it 
can oe completed before tne September 1936 deadline. It 
also examines remaining implementation problems. 

Cnapter V, Summary. Conclusion, and Recommends tion . 
presents tne summary, conclusions, and recommendat ions of 
tne study. Areas for furtner researcn are identified. 
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II. CASH HA.; -\an;;:i:;T a;;o Tr:i chiicit 
HIDUCTIOH ACT OF 1934 

Before discussin," now one deficit Reuuor.iori net will 
enhance cash r.sana^etnent , an unci erstanci in-j of the concept 
of cash :.iana;^ernent and the Deficit Reduction Act is 
required. The following sections 'will provide data for a 
cOuiprehensive understanciin j in this area. 

A. CASH HAh'AGEHEHT 

"A 'Wise man once observed that tlie ror. antic life of 
a hippopotamus nay be only of passing interest to you aria 
me, out it isof intense interest to other Hicoopotami . ” 
[Ref. 2, p. 22] 

Before the 1930's, the above reasoninq could be 
applied to cash management in DOD and the Federal Govern..ient . 
There 'were only a few specialists 'who showed any interest 
in cash manaqement. In recent years, however, the interest 
has been qrowinp. The focus on cash ..lanaqement has seen 
caused by hi, 'her interest rates, larqer budget deficits, 
chanqinj economic conditions, data processing, and telecom, - 
,.iun ica t ion 3 . Each factor has contriouted to she increasin’ 
cost of :.ioney and attention of financial .uanayers to t^e 
availaoility of casli. 

1 . Concent of C a s h H a n a ’ e:., e n t 

The cash ..uana "er.ient policy for the Feaeral Gov err..,, enr, 
requires that agencies conduct financial activities 
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in a anner that will ..vaxi-iae tne ar.icum: of cash availaole 
to the Treasury and preclude unnecessary borrowini. T;ie 
basic c o.r.ponents of cash rnana ^er.ient as perceived oy D'JD 
are (1) the acceleration of receipts (the expeditious 
billinp, collectinp, and depositing of receipts), (2) tne 
ti;nely disbursement of payments (the scheduling of payments 
cn due dates, not early or late), and (3) the investment 
of any temporary excess cash balances. The oojective is 
to maximize the amount of funds availaole to the Treasury. 
[Ref. 5] 

2 . Cash liana'^emenb in the Federal Government 

Cash management bepan with President Ford's adminis- 
tration in the mid 1970's. Mis administration solicited 
assistance from the First national Tank of Chicapc to 
work with .government agencies to recopnize and improve 
their cash management techniques. Until recently, most 
federal mana:jers \;ere evaluated based on their ability to 
accoxipl ish the poals of an apency or organization . 

Presently, due to the federal deficit and public interest, 
more attention is oeinp piven to now efficiently a povern. ent 
agency is ..lanaped. [Ref. 1] 

In 1977, President Carter initiated a study to find 
v.’ays to use povernuTent funds inore efficiently 'with a view 
toward reducinp federal debt requirements a;iu interest 
costs. As a result of the study the Treasury Depart.rent 
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a i:.e,; Cliapcer GOOO, Part 5, entitxe^ Caaii ' iana ^a...cnt , to 
tlie Treasury Financial iianual. This caapter prescrioei 
the procedures that ardencies should follow to ensure 
effective and efficient ..lana iOi.^ent of ;ov erni.ient ' a cash. 

■when developing and i:npl ewentina regulations, 3yste..:s, 
ana instructions. The procedures pertain to oillinr, 
collections, deposits, and disburse.Tients . [Tef. 1] 

-Tn issue that is basic to understanding; cash. ..’.ana >e... eat 
in the Federal Govern.nent is Internal Control. Before 
any plans are made concerning effective cash ..;ana ;,e.nen c , 
the Internal Control within an organization must oe 
formally documented and cci.'!i'iiunicateu to key personnel 
throuy;hout the or^'^anization [.Pef. ?]. Internal Conurol 
is defined as: 

The plan of an organization, methods, and procedures 
adopted by ..ianajement to provide reasonable assurance 
that obligations and costs are in compliance v;itu 
applicable lav/s; funds, property, revenues and expenditur 
aoplicable to agency operations are properly recorded 
and accounted for to per:, :it the preparation of accounts 
and reliable financial and statistical reports an.: to 
.uaintain accountability over tne asset, [.lef. 7] 

3 . Internal Control and Can!: hana :e.,:ent 

Once cash i.iana.'e.aent proce^jures are identified, 

internal controls ( administrative and acccuntiiip controls) 

are implemented to provide reasonable assurance that: 



a. Collections, deposits, and disbursei.ients are in 
Go;.ipli3nce v;ith aoclicacle orocedures. 
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b. 7un:i3 are saf e^^'jardev:. against waste, loss, unaut.ior- 
izsd woe or r.iisappropriation; and 

c. Revenues and e:;penditi;res applicable to a,^3ncy 
operations are properly recorded and accounted for 
to perinit she preparation of accounts and reliable 
financial and statistical reports, and to ...aintain 
accountability over the assets (fef. 7). 

The Cash ilana'ewient neview Guide is an ad.uinistrative 

control document used by the Treasury to ensure that a:i 

appropriate level of detail and documentation of current 

processing (collections, deposits, and disbursements) 

exists and is maintained. The .;uide is only one of many 

alternatives available to agencies to assist them in 

improving and .nonitorini the flow of cash v;ithin their 

organization. Th.ere cannot be cash uianajement v;ithout 

internal controls. [Ref. 8] 

In its Circular A-123 (Internal Control Systems), 

the Office of hiana'ement and Budget established detailed 

'uidance to be used by agencies in evaluating and perfor:;i 

an analysis of the adequacy of their Internal Control 

pro.jram. This circular is a unique regulation which 

ensures that agencies practice and adopt Internal Control 

procedures. A critical require., lent is that the procedures 

’.'ill desiynase tne agency head as tlie accountaole person 

responsible for the desijn, installation, evaluation, 

improvements and periodic reporting on the agency's 

Internal Control system. Internal Control is critical 

to effective cash .aana ;ement . It allows an aqency to 






iiave a for..:al syste..; for docurnentin.^ and i.aprovinj ita 
controls over the cash flow. [Ref. 7] 



3. i::fli]E;ic3 of co!igrsssio;.'al lfgislatic!; a;;d ad.:i;!I3t:; 

TIO:i REGULATIOIJS 

The change in philosophy toward cash mana; 3 ernent has 
brought an influx of Congressional laws and regulations 
froij} the executive branch. Two critical pieces of 
Congressional legislation preceding the Deficit Reductio 
Act, which focused on the efforts of Congress to stren;t 
control over federal funds and cash iuanaye;.:ent , were 
the Pronpt Payment Act and Debt Collection Act of 1932. 

1 . Current status of Prompt Pavi.ient Act within POP 
The Prompt Payment Act, as implemented by 03.3 
Circular number A-125, requires federal agencies wnich 
procure property or services fro.n a business entity (out 
which do not mal:e payment for each complete delivered 
ite..i of property or service by a selected payment date, 
or tane a discount not with.in a discount period) tc pay 
an interest penalty to the business entity on tr,e a.icunt 
of payment which is past due. [Ref. 91 

h'ithin DOD, component or 5;ani23tions were airecte 
to pay their bills in a timely manner to avoid the need 
maice interest payments. The reasoning v;as valid out not 
always easily followed in daily operations at lower 
echelons. The armed services co.m.ianders are r as aor. side 
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for ansurin.^ tiiat pay..!ento are perfcr;.;ed in a ti..:ely 
-lanner; v:nen necessary, interest pay.,Tents ar-e paid on 
:i el inquen t' accou nt s . In addition, periodic revie'..'s of 
delinquent pay;nant3 are perfori.’.ed to determine if patcerns 
exist or the presence of unusual circumstances could oe 
detected. Corrective or disciplinary action '.lould oe 
institutes as required. [Ref. 1C] 

D3D components analyzed their contractual prccelur 
and increased training and the authorization level respo- 
nsible for major acquisitions to improve their per for;,iance 
under the legislation. In addition, DOD was required to 
submit end-of-year reports surnnarizinp any interest 
payments paid out during the fiscal year concerned. 

The Prompt Payment procedures covered all types of trans- 
actions involving the procurement of services and ^.lateriar 
[Ref. 10] 

The Prompt Pay.nent Act was a statsuient ayainst 
inefficiency and poor cash management v/itliin the ?e.,eral 
d overn.aent . It was also a statei.ient to professional 
business entities that a chanye was required. 'ein, pais 
interest on delinquent bills was not the answer; businesse 
wanted to be paid on time. The Prompt Pay.nent Act ..;ade 
visible on tiie national level the poor perfor. nances of 
mianayers within OOD. It identified and required reportin', 
of all delinquent payments. It was anticipated that OCD 
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an.i its suppliers ..'cult experience 
tionships, i.. -proved co:.ipetitior. for 
and reduced costs for iiiaterials and 
3. ?erfor;aance d’ithin DOD 



tetter o u s i n e s s r e 1 a - 
•povern.cent jusiness, 
services. 



The Prompt Payment Act has had an impact cn 
financial management policies, procedures, and operations 
for approximately three and a half years. The performance 
of DOD from FY 33-FY 35 (Fijure 1) fluctuated v;ith increases 
in FY 34 and a decrease in FY 35. Further analysis 
reveals that during the last tv;o quarters of FY 34 (coiiipared 
to the first half) a decline of 335 in the value of 
penalties paid had actually bepun. (Figure 2). The rise 
durinp the first t’..’o quarters of FY 34 can oe attributed 
to the continuous changes in the reportin' base duriny 
the first year and a half of the Prompt Pay.aent Act.. 



This v;as 


caused by an 


increase in 


contracts a 


nd p 2 y..ients 


that Mere 


subjected to 


the Prompt 


Payment Act 


, and tde 


increased 


accuracy and 


expansion 


of reportin' 


p roc ejur 63 


[Pef. 11] 











In FY 35, the number and value of interest anu 
early payments penalties declined furtner. (TA3LZ 1). 

From a cash management perspective, tlie nu..iber of early 
payments declined 97.3) fro..i a FY 33 total of 1.29'"' 
i..illion to a "Y 35 total of 35,112. The value of tnc 
early payments declined approximately 1005, from 313.330 
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Department of Defense 
Penalties Paid 

FY '83 - 4th Qtr FY '84 




FY 83 FY 84 

Includes Other 
Defense Agencies 



Figure 2 
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TABLE 1 



DOD INTEREST/EARLY PAY STATISTICS 





FY 83 


FY 84. 


No. Interest Penalties 


118,689 


173,926 


Value of Interest of 
Penalties ($Million) 


$2,019 


$4,057 


No. Early Payments 


1,298,998 


587,870 


Value of Early 
Payments ($Million) 


$13,880 


$10,747 



(Ref. 121 



FY 85 

127 ,379 
$3,608 

35,112 

$94,419 
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billion to jy'l.TlQ null ion. The savin's in interest 
expense by the Treasury, by borrowin' at the latest 
possible bate considered necessary to -neet a debt (30 
days after receipt of proper invoice), is substantial. 
[Ref. 11] 

Overall, DOD is perforniing well within the 
intent of the Pro..ipt Pay.nent Act. This perfcr..'iaince can 
be directly attributed to strong initiatives such as tiie 
aug.nentation of coxiputer hard'ware, a prompt payment tash 
force, and improved internal management control. 

b. The Services Performance and Prorxpt Fayraent 

DOD has an established goal of zero percent f 
early and late payments. The performance of DOD is a 
measure of coxibined effort araong the ar^ied services. 
Individually, the breakdown of perf orra.anc e indicates that 
there is considerable room for improvements. 

(1) Department of the Army . The Proiapt 
Payraent Act and its initiatives are of considerable 
concern tc the U. S. Army. From FY 33 to FY 34, interest 
payments paid by the Army rose by 3551,000. From FY 34 
to FY 35, interest payments were .1371,000. Projecting 
for FY 35, interest payiaents will be .b301,000 over FY 35 
total. Altnou ;h the araount is increasing at a lo'wer 
rate, the overall total is excessive. (Figure 3). The 
..lajor contrioutor to the Prompt Payment proble.ms the Ar;.:y 



ARMY 

Interest Penalty Payments 
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nov; encounters is lin.ced to fne perfor./.ance of 



-u i’G.. ea r 

orjanizations , and tne iiilitary District of '.Jasliin ^tor. 

DC. Tan cotnands made up 57'.') and 54 5 of the total interest 
expense paid for FY 34 and FY 35 respectively. Three out 
of the top five are within the ^roup located in the 
European arena with the 15th AFSC, Franlvfurt at tne 
top of the list (TABLE 2). 

The tv;o :'.iain reasons for many of the late 
payments are (1) late reports and (2) delay in processing 
by the paying offices. The delay in processin.p is attribut 
to a lack of trainin.^ and personnel turnover tiiat exceeds 
505 in some areas per six month period. host of tne 
critical and manual jobs are held by personnel in lo'.; 

.grades who speak lir.iited En,-3 lish and therefore are restricL 
to jobs which do not provide any transition to mere 
senior positions. In this settin;-;, low morale ulti.,.ately 
contributes to the turnover problem. [Bef. 12] 

At some commands in the European co.,imui'! ity , 

305 of she personnel on board are not trained for the 
jobs to vJhicn they are assigned. Consequently , tne 
problem of receiving a majority of th,e bill in.;, s late is 
a_,,;ravated by noa havin'; adequate and experience^ personr.ei 
to process the pay.aents wnen received. Due to these circu., 
stances prompt pay. .lent initiatives will continue to bo a 
proolem for the Araiy at its European cor.imand . [Bef. 12] 
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TABLE 2 



COMPARISON OF STATIONS REPORTING SIGNIFICANT PENALTIES 

($THODSANDS) 



FAO 


FY 85 


FY 84 


INC 


18th FSC - EUR 


^296 


$75 


$221 


MDW 


150 


66 


84 


VII CORP - EUR 


70 


69 


1 


FT HUACHUCA 


61 


9 


52 


45TH FSC - EUR 


52 


6 


46 


FT LEWIS 


50 


32 


18 


FT MONMOUTH 


39 


2 


37 


WALTER REED 


38 


151 


(113) 


FT IRWIN 


26 


5 


21 


FITZSIMMONS 


24 


28 


(4) 


TOTAL 


$806 


$m 


$1£I 


Percent of total FY 


67% 


54% 





interest penalties 
these ten stations 
represent 



FY 85 



FY 8 4 



Total interest Penalties Incurred * $1,200 rOOO $828,000 

Total Late Payments 21, 21 A 25,944 



♦FY 86 Straight line Projection is estimated at $1.5 million 



[Ref. 12] 
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Alcn^ v;iti; turnover and trainin_^, tne Ar;.ry 
does not nave a completely automated data processin; 
system for processing receivables (bills). Only li:.iited 
portions of tne process are automated. Out given co.aplese 
automation, a problem vjould still exist concerning training 
and language barriers in Europe. The testing of auto-iated 
systems is currently in effect at Army satellite cou:..ands, 
with no results anticipated in the im.mediate future. The 
manual system in an age of technology is not meeting the 
standards of efficiency because people do mane mistahes. 

A majority of the foreign nationals and GS-^l's in the 
’.Jashington D. C. area do not have the required trainin.: 
for deciphering complex contracts and determining wnat 
payments are due and how they should be paid. [Ref. 12] 

Current analysis of the subordinate activities 
receiving services and goods siiov/s tliat they are: (1) 

ot fo['v;arding receipt information in the required five 
day time frame, and (2) causing delays due to a lack of 
concern. In addition, subordinate activities wlio are 
not directly responsible for the payment process but 
perfor::i a critical function of certification of receipt 
of material or service are not penalized in any .manner if 
their cer tif ication is late or not, or even reported at 
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all 



rosoonsible? 



There is 



unci ea r 



:1 T,na 



.on 



of respons ioil i uy v;ithin the chain of cor.’.r.iand aci.ainistra- 
lively. [ h e f . 12] 



Another point of :riajor concern involvin,, 
efficiency is that durin^j FY 35 the Department of the 
Army rnade 99.^3 of its 04.3 million in payments on time 
and avoided interest payments. Ho\;ever, the cost that 
must be incurred to reach 1003 may not be cost beneficial. 
In this situation considerations must be jiver. to the 
point of di:;.inishin 3 returns. Achievin.d 100.3 efficiency 
may not be cost effective depending on the amount of 
incremental labor and efforts required to product the 
1 003. 3ut rCjjardless of the percentage, $1 million is a 
larje sum of money. 

Some of the major initiatives the Arr.'.y ia 
tahinq to correct the current situation are: 

a. Automate its processin.j; system before FY 5? 

b. Ur'e increased av/areness, effort, and efficiency 

c. Clarify Army procedures and responsibil ities of 
localized payments for subordinate offices 
supporting; remote activities. (Ref. 12). 

(2) Air Force Per fori.'iance . The Air Force 
was actively involved in cash management for many years 
oefore the Prompt Payment Act. As a result, the casn 
.nana,;ement issues and policies evolving froi.'i le^ielation 
'were adopted without i.iajor or drastic changes in operation 



suG>. E3 auto;.'!aticn or reor~aniz3tion . So;.iS of t.ie initi- 
atives wl'.ich hsu been talcen before 1 932 are: 

a. A policy of paying cost effective iiscounts eeter;;iin 
by a Treasury for.nula ’.vas adopted. 

b. ilea a quarters centralized collection assistance for 
delinquent accounts receivables. 

c. Established requirements for unannounced quarterly 
verification of cash in the hands of aqents, ir.iorest 
fund cashiers, and chan 3 e funds wliere aoDlicaole. 
[uef. 13] 

Under the Prompt Payment Act tne Air Force 
interest expense (TABLE 3) was the lowesa amonp the ar.,ie^ 
services. In FY 33 the Air Force made up only 73 of tlie 
total interest paid by DQD. During FY 34 and FY 35, tiie 
Air Force's percentages were 5.13 and 7.43 respectively. 
Although, lo’w, these figures- are not in compliance with 
the goals of 0I!B of zero percent for early and late 
payments. The interest expense paid was due to: (1) .lir 
Force Accounting and Finance Office administrative error, 
(2) vendors resisting delayed payment procedures, (3) 
failures to ;et contractual and receiving documents to 
the Accounting and Finance Office on ti.,ie, and (4) procedu 
and policy changes caused by higher directives. [Pef. 

14 ] 
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TABLE 3 



VALUE OF INTEREST PENALTIES IN DOD FY 83 - FY 85 



FY 83 


Value of Interest Penalties 


Percenta 


DOD 


$2,019,000 


100 % 


Air Force 


141,000 


7 % 


Army 


267,000 


13.2 % 


Navy 


1,531,000 


75 % 


FY 84 


• , 




DOD 


$4,057,000 


100 % 


Air Force 


208,000 


5.7 % 


Army 


8'28,000 


20.4 % 


Navy 


2,848,000 


70.2 % 


FY 85 


DOD 


$3,608,000 


100 % 


Air Force 


266,000 


7.4 % 


Army 


1,199,000 


33.2 % 


Navy 


1,778,000 


49.3 % 



•Other agencies within DOD accounted for the remaining totals in 
percentages and total amount. 



(Refs. 12, 13, 14] 
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The Air Force initiatives to i.iprove its pay..en 
processing fall into two jeneral categories: action 

accomplished and action planned. Under action acco.npl i sna j 
formal regulations on Prompt Payment Act have deer, devolcpe 
all account in and finance personnel have seen indoctrinate 
and trained in the fundamentals of the Prompt Payment Act 
and tneir responsibilities under it, and numerous Air 
Force technical di'est articles have been published. 

[P.ef. 13] 

Under action planned, the Air Force will 
request the cooperation of supporting activities in 
providing accurate supporting documents, and develop a 
better woricin.p relationship internally (amor.h contractin , 
accounting and finance, and receivin' activities) and 
externally (vendors). Prompt Pay..ient will continue to oe 
a priority issue until the 0:l3 Goal is achieved. Throu^.i 
increased emphasis on cash manaGS.ment and prompt psyu’.ent 
processing, the Air Force is destined to achieve its 
poal. AmonG the armed services, the Air Force has tone a 
better job of implementin' and complying with the intent 
and requirements of the Prompt Payment legislation. 

(3) daw's Perf ormianoe . The I'avy's per f or..;anc c 
under the ?ro..rut Payment Act will have a greater affect 
on tiie performance of DOD. This is due to tne hipn value 
of interest expense paid by tne ;iavy (TABLE 4). Statistics 
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TABLE 4 



ARMY DEBT BY CATEGORY 
($MILLION) 





SEP 84 


SEP 85 


INC/ (DEC 


OSAR 


$ 49 


$ 49 


$ 0 


NAF 


15 


2 


(13) 


MEDICAL 


15 


8 


(7) 


COUPONS 


6 


5 


(1) 


CONTR 


6 


6 


0 


PVT AGY 


4 


4 


0 


FAMILY HS 


4 


3 


(1) 


FOREIGN 


4 


4 


0 


MI SC 


6 


3 


C3) 


Subtotal 




$S1 


$(25) 


NEW DEBT (AFTER 
INTEREST 


SEP 84) 
$ 0 


$ 9 


$ 9 


REFOR/HFR 


0 


7 


7 


CUPON CON 


0 


3 


3 


MIS RCPTS 


0 


5 


5 


MI SC 


0 


1 


1 


Subtotal 


0 


25 


25 


ToTal 




$1M 


$ Q. 



[Ref. 18] 
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inciicate that the .'iavy possess 75t of tiie cotal interest 
expense paid by 300 durin-p 33, 70.23 durinp ?Y 3^1, anj 
49.33 durin'j FY 35. The positive aspect is tnat the navy 
is pettinp better. The Mavy progressed slowly in its 
initiative to adapt and perform in the area of cash 
manasernent . 

'■/orhinp within an env i ronnient doininated by 
ships which remain at sea for lonr, periods, cash ;,ianar e;..ent 
and follow-on initiatives have not received the priority 
required in past years. The focus was directed totally 
to supporting the fleet and getting the ships underway. 

As a result, activities such as the Fleet Accounting and 
Disbursing Center, Pacific (FAADCPAC, San Diego, CA) have 
failed to keep pace with the growth and operating tempo, 
affecting its fleet and shore activities, 'which are 
supported. In an attempt to catch up 'with technology and 
tiie fleet through automation, FAADCPAC became a leader ir. 
paying interest expense (whicn during one reporting 
period exceeded $93,000) prompting changes in leadership 
at the activity and gaining increasing attention froi.: 
higher echelons. The learning curve was expensive, out 
today FA.ADCPAC through automation has reduced interest 
payi.ients to 1100. [Refs. 15, 15] 

The i.iajor causes of the Davy's interest 
expense are delays in the paying office's receipt of 



3 - 



receivin.^ reports and purchase orders (contracts) at'.d 
delays caused by the processing uithin the paying office. 
The follov;inT. major initiatives have been taken to reduce 
interest expense with favorable results: 

a. Automated invoice trackin'; systems were established 
at all major oil 1-pay inj activities, enablin' 

Invoices to be properly scheduled for payment in 
accordance with the Prompt Payment Act and cash 
inana; 2 ement guidelines. 

b. kana^jeaient attention was intensified at major claimar. 
havin' activities with high interest expense. 

c. hAVCOiiPT intensified its scheduling of Prompt Pay.aent 
performance monitoring, monthly reporting to ilavy-wid 
commands, and became involved with specific activitie 
responsible for hi^h interest penalties. 

d. Hajor enhancements v;ere made to computer hardware 
and ADP systems at two of the lar:iest bill-payinp 
activities. (This alleviated lon^ standing; baciclops 
and ensured improved future processinj). 

e. The automated IJavy Interest Payment System (:JIPS) 
was refined and expanded to gather and array ilavy-wid 
interest data. 

As personnel .psit'ied experience and be 3 an 
understanding and applying the technology, the i.'avy began 
to i.;;prove as indicated oy FY 35 results in interest 
expense. There is a potential for even better results in 
FY 86 as the ilavy finally takes its place among the 
elites in the area of cash management. [Ref. A6] 

2 . Current Status of Debt Collection Act within POD 
The Debt Collection Act of 1982 allowed fedewal 
agencies to report delinquent accounts to private credit 
bureaus. This would give the agencies the tools they 



needed to ,;ia.:e 



federal deot collection effective an:i 
efficient. The tnree objectives for this initiative 
are: 

a. To have available for the first tir.e both tl'ie Federsx 
Government and private sector credit history v;lien 
evaluating the credit v;orthiness and financial 
reliability of applicants requesting federal 
assistance. 

b. To provide as. incentive to delinquent debtors to 
repay their government debt in a more tiniely ..'lanner 
by establishing a reporting process that could 
affect their credit rating and future ability to 

b o r r ov; . [Ref. 17] 

'./ithin DOD, the two issues 'which warranted most 
attention under the Debt Collection Act were: (1) 

Delinquent public receivables and (2) Out-of-service 
Accounts Receivables (OSAR). 

'.Jith respect to OSARs, the emphasis is on consumer 
related debts and the ability of the services to collect 
the debts. These debts are not contractor related, but 
personal debts of individuals. Collections fror;; cor.tj-acto.-s 
ai'e a result of managerial pressures and performance 
rather than the affect of the Debt Collection Act. 

Tithin DOD, the services are primarily concerned 'with 

OSAR debts which are directly affected by the Debt Ccllection 

Act. [Ref. lAl 

The consumer aspect of the OSAR is in two areas: 

(1) debts owed by members currently drawing pay (called 
an in-service debt), and (2) debts ov/ed by members 



in 



v;no 3 !'e no longer in an active duty status irav-'ing pay 
(ca_xed out-of-serv ice debts). Tnese two areas encorapass 
active duty, retired, reserve, ana civilian personnex. 

[Ref. 19] 

In-service debts are trivial wnen compared to 
cut-of-serv ice debts. A majority of. in-service debts are 
caused by miscalculations of pay whicn are subject to 
reconciliations during tne following pay period. All 
services experience some forms of aajustraents to member's 
pay during each month. Occasionally, overpayment results 
that may go unnoticed for montns oefore oeing discovered. 

Inis occurs in tne Army's and Wavy's records processing 
and tne Air Force's JUMPS. Normally, reconciliations are 
easily performed witnout the me.mber's consent or compxaint. 

Tne out-of-service debt is not subject to as mucn 
manipulation. Within DOD it is the focus of tne Debt 
-w._ection Act. The .main cause of the out-of-service 
deot 13 tne unplanned separation of military members from 
service for various reasons ( human i ta ry , unsatisfactory 
per forrnance , discipline, drug or aiconol abuse, fraud, 
parenthood, or pregnancy). In situations where a member 
nas received a bonus or has excess leave in nis record, tnose 
amounts fan into tne OSAR category. OSAR is a^so affectea 
by advance pay, improperly paid entitlements , ana lost of 
equipment under custody of an individual wno nas separatee 
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from cne service. Tna excess leave ana oonuo are no.r.ina^ 
when applied to an individual, out measured out over tne 
total population of tne service tne amount is excessive 
and warrants tne attention of senior officials and Congre 
That is one the initiatives of the Deot Collection Act. 
Eacn brancn of the service has a different system of 
accounting but eacn faces tne same problems of ou t-of- 
service debts. [Ref. 13] 

There are different approacnes in analyzing tne 
concept of OSAR. The Deot Collection Act provides a 
series of steps for out-of-service deot collection with a 
write-off being the final solution if tne process fai-s. 
The out-of-service deot collection process nas eleven ste 

a. Identify the debt. 

b. Establish the locale of the deotor. 

c. Progressively stronger demand letters (tnree 
eacn ) 

d. Interest, administrative, and penalty cnarges 
computed . 

e. Rebuttals and administrative review. 

f. Tne waiver process 

g. Administrative offset. 

h. Creait reporting process. 

i. Creait collection process. 

j. Referral to Justice. 

. Write-off process . 
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Tnese seeps are peri'or;r.ea in a manner oi"' due 
process to ensure a_- reasonaoj-e efi'ore is ..lade co coixece 
a deot prior so inieiating a wrice-off of the account. 

[i-ief. 20] 

a. Army's Performance 

Arsons services, tne Army see.ms to perfor.m 

more effective in complying with the Deot Collection Act, 
in spite of Senator Proxmire's Golden Fleece award wnicn 
was given to tne Army for the month of Marcn 19<3o (the 
award is given to the agency wnich does tne worst job of 
collecting out-of-service debt for a given month). The 
Army's main frame computer has OSAR files already estapj-isnea 
wnicn allov; tne Army to respond to requirements posed oy 
the Deot Collection Act, wnereas other services must 
first develop the capaoiiity. Taole 4 shows tne complete 
breakdown of the Army's receivable deots, witn OSAR being 
tne leading category for FY 34 and FY 35 witn a 049 
million deot (tne aifferences among tne services occur 
nere because tne Air Force nas contractors as its major 
debt and the Navy has foreign debt as tneir leading 
category) but eacn service nas a significant OSAR deot. 

TA3L1 5 is a detailed anaiy s is of OSAR . Bonuses and ear *y 
separ'ations are major contributors to out-of-serv ice 
deot. [Rei'. 20] 
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TABLE 5 



DETAILED OSAR ANALYSIS 
(SMILLION) 





.FY 85 


FY 84 


INC/ (DEC) 


Bonus 


$24 


$24 


$ 0 


Early sep 


14 


13 


(1) 


Excess Iv 


3 


3 


0 


Ros/gpld 


3 


3 


0 


Non Entit 


4 


5 


1 


Other 


1 


1 


0 


Total OSAR 


$41 


$41 


$ Q. 



(Ref. 18] 
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TA.iLE 5 IS a decaij.ed Ar;ny projection of a S17 million 
reduction for FY 36 due to referabies being passed to tne 
Justice depar t.Tien t, collection agencies assistance, and 
otner deots becoming noncurrent. Because of its expeciency 
in adjusting to tiie requirements of tne Deot Coi-ection 
Act v>?ith automation, tne Army has focused management 
attention on initiatives tov/aras not oniy reducing tne 
debt but also estaolisning means of debt avoidance. 

Under OSAR, tne Army is performing a better joo of screening 
personnel for outstanding debts prior to separation; 
is doing a better job of tracKing eariy separation payments; 
is profiling oonus debtors; and is reducing wnere applicable 
advance leave status for it members. [Ref. 20] 
b. Air Force Performance 

Tne Air Force's largest debt category is 
contractual deots, with OSAR at jl3 million. (TABLE 7). 

Tne Air Force currently does not possess any automation 
to address tne requirements of tne Debt Collection Act. 
ii system is expected to oe operational by September 1936. 

Tne proposed system will possess tne capability to interface 
witn an accounting and finance system, in audition to a*_ 
otner aexinquent accounts. The lacK of automation nas 
forced tne Air Force to focus its attention on debt 
prevention, wnicn nas been successful in minimizing nev; 



TABLE 6 

ARMY DEBT PROJECTIONS 



Detailed OSAR Analysis 
($Million) 





SEP 84 


MAR 8 6 


INC/ (DEC) 


Bonus 


$24 


$24 


$ 0 


Early sep 


14 


13 


(1) 


Excess Iv 


3 


3 


0 


Ros/gpld 


3 


3 


0 


Non Entit 


4 


5 


1 


Others 


1 


1 


0 


♦Less; new 


0 


(17) 


(.17) 


Referrals 
Total OSAR 


$4£ 


$Z2 


$(17) 



♦Referrals (incr 


after SEP 84) 






Justice dept 


$1 


$ 5 


$ 4 


Coll agy 


0 


6 


6 


Non cur 


8 


15 


7 


Total Refer 


$2. 


$2£ 


$L1 



[Ref. 18] 
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TABLE 7 



AIR FORCE SCHEDULE OF TOTAL DELINQUENCIES 



Out-of-service debt 


$ 18,234,358.83 


Payroll overpayments 


1,802,164.60 


Contractual debts 


69,525,486,24 


Foreign governments 


876.46 


Industrial/stock fund 


12,659,137.59 


Freight claims 

Other (information not available 


421,096.31 


at AFAFC) 


12,942,037.17 


Total delinquencies 


$U5,?42,Q37.17 



[Ref. 44] 
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But until tneir auto^nation catenas up, tne Air 
Force will fail snort in complying witn tne provisions o: 
tne Debt Collection Act. [Ref. 21] 
c. Tne Ilavy Performance 

The Navy automated system, like tne Air 
Force's, has oeen overwnelmed oy tne requirements of tne 
Debt Collection Act_, Tne Navy nas an automated system 
out it lacks the capaoility to interface ana suomit data 
to the OSAR collection process ( e.g., tne system ^acks 
the capaoility to initiate referrals to collection 
agencies or carry out the delivery of three debt letters). 
The Navy is seeking additional software to provide increased 
capability witn an implementation date during tne latter 
part of FY do. The Navy's pay system is more compxex 
than tne other services and this contributes to tne 
proolem of implementation. On a comparative scale, tne 
Navy nas tne furtnest to go in complying witn tne requirea 
provisions of the Debt Collection Act. As of May 19do, 
an appropriate system for solving she deot collection 
problems nas not been identified. [Kef. 16] 

C. DOD AND CASH MANAGEMENT 

On 14 November 19(^7, President Carter issued a airective 
requiring a study oe conducted to examine casn management 
policies and practices t nr oughout tne Executive branch. 

Tne study would be performed jointly oy nis staff ana tne 
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Trsasury Jep3r'::ir.eni: . Tne incen^ of cne suoay was co 
identify areas wnere ;aodern casn r.iana -^etient tecnnipues 
could be applied to tne federal casn flow to reduce 
federal debt requ ireaients and interest carrying costs. 

Three months later, a General Accounting (GAO) report 
stated that federal agencies were paying their bills in a 
timely manner, out in certain cases delays had occurred 

in others bills were being paid earlier than necessary. 
Both the GAO report and the President's staff report .of 
March 197(3 recommended improving contractual agreements 
to ensure bills are paid wnen required, and not early 
nor late. [Ref. 22] 

Resulting from the reports, the Treasury Department 
issued Chapter 3000 of Treasury Fiscal Requirements 
Manual ( I-TFRM. 6-8000 ) entitled Cash Management. The 
desired goal was to maximize the cash oalance avaiiaoie 
to the Treasury and to prevent unnecessary borrowing. 

After the publication of the cnapter, DOD initiated a 
study to evaluate tne armed services casn management 
programs. Among tne services the per forrnances varied. 

■iuac proceeded afterwards was a series of Congress ional 
Acts with an underlying intention of improving casn 
management. [Ref. 22] 
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D. Ai'i £XA.1 1'JATiO.'.' OF TnF j.NTFiJT OF THE LAV/ 

A.Tions econonus^3 and _e/;i3iacors , cne ;najoriuy 
tnat c'jrrenu Dudgea crends are noc susaainabie and bnaz 
Tederai spending and ane deficit are ouc of control. 

During FY 85. saatisaics snow revenues for tne Federal 
Govern.'nent increased oy 067.5 billion. This amount was 
exceeded by the growan in federal outlays of 094 oii^ion, 
the largest one-year increase in American History. 

Tne deficit during FY 85 grew from $135.3 oiiiion to SE11. 
oiiiion. TABLE 3 snows anat between FY 53 snd FY o5 Feder 
spending expanded from $111.3 billion to $946 bmion. 

• Tnis growth represented a 144>) increase over the oase 
year. Furtner analysis reveai that tne federal outlay 
share of tne Gross I/ational Product (GMP) followed the 
growth in tne federal budget. The FY 85 outlay of $734 
bixiion represented 24.7’X of GNP wnicn was far aoove tne 
21.5 average. As a resuit, the FY 85 badfget deficit 
of 0211.9 oiiiion was approximately 5.5:5 of GNP. Tne 
growth in federal spending is tne :najor cause of cne 
current deficit. [Ref. 231 

Congress is designated tne guardian of tne Treasury's 
purse. But during the oast few years, Con.sress's controi 
has been .graveiy weakened due to dec..ine in intsi'depenienc 
among agencies, committees, and related programs. 
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TABLE 8 



FEDERAL BUDGET AND THE GROSS NATIONAL PRODUCT, SELECTED YEARS 

(EBILLIONS) 



Year 


Budget 


Receipts 


Outlays 


Deficit/ Surplus 




Amount 


Percent 
of GNP 


Amount 


Percent 
of GNP 


Amount 


Percent 
of GNP 


1963 


$106.6 


14.4 


$111.3 


19.3 


$4.7 


1.0 


1968 


153.0 


18.4 


178.1 


21.4 


-25.2 


3.0 


1973 


230.8 


18.4 


245.7 . 


19.6 


-14.9 


1.2 


1978 


399.7 


19.1 


458.7 


21.9 


-59.0 


2.8 


1980 


517.1 


20.1 


590.9 


22.9 


-73.8 


2.9 


1981 


599.3 


20,8 ■ 


678.2 


23.5 


-78.9 


2.7 


1982 


617.8 


20.3 


745.7 


24.5 


-127.9 


4.2 


1983 


600.6 


18.6 


808.3 


25.1 


-207.8 


6. 


1984 


666.5 


18.6 


851.8 


23.8 


-185.3 


5.2 


1985 


734.0 


19.1 


945.9 


24.7 


-211.9 


5.5 



[Ref. 44] 
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and 



T.ie Independence of one auenorizing co.ariii ooees 
appropriation auDco.nraictees enaoiea eacn to conduct 
Its Pusiness witl'i little re.: 5 ard for tne spenain.; intention 
of the other. Since each committee and suocommittee 
worked for budget increases in programs under its juris- 
diction, committees nad even less incentive to work in an 
cooperative manner. _ Congress nas sought to "snore up" 

Its guaraiansnip by imposing oudget committee contro_ ove 
appropriations . Tne act oniy placed suocoinnu ttees in a 
position wnere requests are submitted at an amount oeycnd 
a required amount, to allow for cuts by budget committees 
at the next congressional level. It seems tnat everyone 
in congress has become a strategist for spending, './itn 
Che increased emphasis on tne federal debt, tne new buzz 
word nas become deficit reduction. [Ref. 24] 

E. SUMMARY 

The casn .management concept evolved during tne 19/’0's. 
Increase empnasis resulted as tne deficit and puolic 
interest increased. Congress and tne admi n is tra t ion in 
power assumed major roies in cnanging procedures, regu- 
lations, and j.aw3 governing and affecting cash management. 
Tne pniiosopny of casn management nas snifted from a 
measure of efficiency to a means of reducing tne deficit. 
The Debt Coj. section and Prompt Payment Acts, Reform 66 . an 
similar ..egisiation are initiatives chat were designed to 



improve effio.ency and not to address tne issue of def 
reduction. But witn tne Deficit Reduction Act, tne 
empnasis nas sniffed to deficit reduction. V/ithin DOD 
tne performance of tne services vary according to wnat 
legislation is discussed. Overall, tne performance 
tnus far is encouraging; but deficiencies still exist 
discussing tiie tvjo major pieces of legislation: Tne 

Payment Act and Tne Debt Collection Act. 



o4 



when 

Prompt 



PefiGic Reduc::ion Acc 



lii . 

Trie Deficit Reduction Act representea a prej.iminary 
method by Congress to reduce the federal debt through 
improved changes in coliection and deposit procedures 
that increase tne availability of nontax funds to the 
Treasury. As vuth any major iegis_ation, many hours or 
even years wixl be spent on its interpretation oefore 
any formal implementation, and opinions will differ. 

This chapter will address some of tne icey provisions of tn 
Deficit Reduction Act and its interpretation by the 
Department of tne Treasury. In particular, the focus 
will oe on an examination and review of that portion of 
the act entitled Collection and Deposit of Payments to 
Executive Agencies. [Ref. 6] 

A. BACKGROUND 

Tne Deficit Reduction Act was enacted in 19dd to ma.ce 
Changes to the tax laws and to produce other management 
improvements to reduce tne deficit. [Ref. 6]. The Senate 
Committee on Finance originated tne bin and tne language 
for tne Deficit Reduction Act. A series of tne most 
significant events leading to tne Act wnich occurreo are 
listed in Appendix A. 



Ir. cne Houoe of Hepresentauivas one House Coin;;;i c pee 
on Ways and Means cornpieoea iPs acpions on 23 June 1934. 
The Tax and Spendin,^ provisions of H. R, 4170 were passea 
on 29 June 19o4. 

The Deficit Reduction Act was signed as Puoiic Law 
93-369 on 18 July 1934 [Ref. 4]. The Deficit Reduction 
Act was divided into. Divisions A (Tax Reform Act of 1934 
(Titles i-X) and Division 3 (Spending Reduction Act of 
1934, [Ref. 6 ] . 

3. PROVISIOWS OF PUBLIC LAW 93-339 

Under legislation in effect before 1934, federal agenc 
were allowed to collect nontax deots in a variety of ways 
without any explicit .guidance on cash management. In 
1933 , a total of S55 billion in nontax receipts were 
collected by metnods otner tnan accelerated systems. 

Tnis was one of many incentives for tne Deficit Reduction 
Act. [Ref. 6] 



Tne 


Def 1 


cit Reduction 


Ac c 


autncrised the 


oec 


r' e 1 : a r y o t' 


Trea 


oury 


to prescribe 


tne 


time-fr‘a:ne and 


tne 


metnods 


nicn 


fed 


erai agencies 


wii^ 


coj-iect and d 


epon 


it nontax 



deots to tne Treasury. Tne Treasury nas tne powet' to 
impose cnargas for noncompi. iance in an amount determined 
to be tne loss to tne Treasury's genera^ fund. Tne 
general fund win oe avaiLaoie without any fiscOi yeai' 



_ i.Tii ions for one payoi'ent of expenses incurr'es 
developing and o arr y in^ ou'c iiopro ved rse cnoas for 
d epos ICS. [Ref. 25] 



in 



: o 1 i e c c i c n - 



As cne Key ardency, che 
to perform and affect cash 
Federal Government. Given 



Treasury now nas cne aucnoricy 
managemenc Cnrougnouc cne 
its role and functions, tne 



Treasury has tne Congressional support wnich a.lows ic to 
perform a better job of casn management, besides tnese 
other major functions: 

a. Acts as cne government's treasurer and is responsible 
for cne government's casn management policy and 
procedures . 

b. Provide services in support of che management of 
the public aebc. 

c. Acts as tne government] s oanxer for cne collection 
and disbursement of f unds . 

d. Maintains a system of central accounting and reportin,, 
to provide a consolidated record of the government's 
financial transactions. 

e. Issues instructions on central accounting and 
reporting, payroll, disbursing, and deposit 
regulations. [Ref. 7] 



1 . Coiiwections and Deposits 

Section 2652 of Subtitle C ( Imoiementat ion of the 

Grace Commission Recommendations) states tnat: 

. . .(a)(1) suDcnapter II of C.iapter 37 of title 31, 

United States code.... (a) eacn head of an executive 
agency (otner tnat an agency subject to section -) of 
tne Act of iiay 13, 1933 (93 scat. 63* cnacter 32; 1o U. 

S. C. 831n) snail , under sucn regulations as tne Secretsi’y 
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01 the Treasury sna.^ prescrioe, provide for tae zi:zeiy 
deposit of ;r.oney by official and agents of such agency 
in accordance witn section 3302, and for tne collection 
and C-;iieiy deposit of sums owed to sucn agency oy tne 
use of sucn procedures as 'withdrawals and deposits oy 
electronic transfer of funds, automatic wicndrawaiS 
from accounts at financial institutions, and a system 
under wnich financial institutions receive and deposit, 
on beha.f of tne executive agency, payments transmitted 
;^o post office loc;< ooxes. . . [Ref. 6]. 

Congressional intention for this portion of the 
legislation is to reduce tne national deficit througn 
government-wide processing of collections and deposits. 
Failure to comply and make deposits in a timely manner 
wouj.d result in a cost to the agency. The Secretary of 
tne Treasury is responsioie for prescrioing and assisting 
agencies in implementing tne latest transfer methods 
avaiiaoie for tne collection and the timely deoosit of 
receipts. sacn agency is responsible for reviewing its 
cash receipts processes and ensuring tnat formal procedures 
are documented wnich provide for tne prompt and continuing 
action to coi-ect nontax receivaoies. [Ref. 26] 

DOJ nas not per’formed well in collecting debts. 

However, focusing attention on tne value of tnose receivable 
co-iecteo (T.ie Army and Air Force co_^ected a comcineu 
total of d736.3 .niiiion in FY 34 and S912.9 miio.ion in FY 
35) and deposited wii^ resu.t in less oorrowing oy tne 
Treasury and aiiow for an accumulation of interest inco.ae 
tnrough investment. Tne Treasury has various metnoos ana 



syote.Tio for co.^ecc?i.or<3 and deposicj, wnicn wixj. oe 
aisc'jssed in dne next aecdion. [Ref. 27] 
a. Coiiecdion Mecnaniarns 

Any agency working with one Deparcmenc of one 
Treasury wixl detei'aiine tne most cost effeccive mecnania.-:-! 
for coiiecding funds. The oojective is zo devexop a sysdera 
capaoie of expediting creait and ennancing tne avaiiaoix-ty 
of funds to tne Jepart;aent of the Treasury. A thorougn 
review and anaiysis wiii oe acco;npi isned to determine tne 
extent of tne current coiiection and deposit system. ^f 
improvements are required, a system is cnosen wnicn 
demonstrates tne most efficiency and effectiveness at 
minimum costs. The simplest method of coiiection wouxd 
be for the payee to deliver the funds to the agency or a 
r'epresentative. [Ref. 26] 

Tne Treasury, througn research and ana-ysis, 
has developed alternative systems for collections. Tne 
systems involve e±ectronic transfers wnich oypass tne 
nanalxng of monies. A system determined to oe cost 
effective is normally implemented. But oefore any imp^e- 
.nentation, a thorougn study is conducted wnicn includes ar, 
examination of costs associated witn personnel, system 
procurement. equ.oment, and system maintenance. _f cost 
effective, the agency and tne Treasury's financial manugemen 
service (FMS) will require funding. Tne Financial .-ianagemen 
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zo cne dec‘x3ion process due 



Service's input is essential 
to the service oversignt and controls at tne nationa_ 
leve^. The approval autnority from tne Financial Manage.nent 
Service is required wnen an agency plans to convert 
from one electronic system to another, estabiisnes new 
contracts, and renews oid contracts for collection systems. 
[Ref. 25] 

Facn agency is responsible for conducting casn 
management reviews, and their collection system and 
procedures must oe documented. Periodic analysis should 
oe an ongoing process for determining if areas for improve- 
ments exist. The Treasury's Financial Management Service 
will perform casn management reviews and identify tnose 
agencies wnicn have inadequate collection systems. ^.f an 
agency fails to comply or ma,<e improvements, tne FMS nas 
legislative autnority under tne Deficit Reduction .''vet of 
193d to mandate that an agency implement a specified 
cOxi-ection system. The following sections will identify 
collection systems tnat are electronic transfer systein.s 
recommenaed oy tne Treasury. [.Ref. 251 



(1 ) 



Tni 



s is a system of 



depository accounts geograpnicaiiy located so that receipts 
mailed oy payers win ta;<e no more tnat one day to reacn 
tnat location. Components of tne current lockoox networ.< 
are as foiiows: 
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-an.c 






CiLizen ana Southern Kat-ionaj. 3an,< 
Firaz Nacionai 3an;< of Cnicago 
Repubj-ic Bank 
Bank of America 
Mellon 3ani< 



ACx3nt3, GA 
Cnicago, IL 
Dallas, T X 
Los Angexes, 
Pi ct.3 DU rgn , 



The lockbox is a post office box designated 
as a remittance address for payments of an agency (Figu 
4). Tne agency authorizes tne bank access to tne post 
office Dox. Tnis allows tne bank to collect rnai* from 
tne post office several times a day, process tne cnecks 
and wire-transf er tne amount into tne agency's account. 
Receivable checks can be processed before tne account in 
function takes place ratner tnan afterwards. Througn tn 
method, cnecks are avaiiaole two to tnree days ear..ier 
than normal operations. [Ref. 28] 

The armed services nave estaoiisned account 
witn tne following oanks: 



Bank Service 

Bank of America X'avy 

Citizen and Soutnern Rational bank Ar>.ry 

First National Bank of Cnicago Air F 



Besides tne Treasury's approval, agencies requesting a 
Treasury automated lOckbox system must perform a maij. 
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GU^ecuion suudy and a reviev; of adnU niadrao j.ve sav.n.oo. 

Tne requesc must oe forma*i.y suor.iioted . The t,osi: inipo.-'uano 
oenefit of tnia type of ayatern ia tnat tne ayatem acce^sratea 
tne collection of payraenta. [Ref. 29] 

( 2 ) Treasury General Account Cash Concentration 
Sva tem . Tne casn concentrat ion sysoem, vmicn iin;<a a 
networK of conaierc ia j. aepositories when an agency, maxes 
deposits to a central concentrator oanx tnrough tne 
automated clear inghouse ayatem. This ayatem services the 
Treasury's general account. As a result, tne funds are 
transferred into the Department of one Treasury tnrough a 
wire transfer. (Figure 5). each day the Treasury general 
account depositories report an funds whicn nave been 
diposited by agencies that day to a bank data service 
facility. The data service facility combines the infor..iation 
reported by ail depositories and generates a transaction 
file. Transfers from tne local depositories to the 
concentrator oanxs are made on tne business day fo^ j.ov.'ing 
deposit of the funds. Each concentrator banx wire-transfers 
tne total Treasury general account deposits to tne Treasury's 
main account at tne Federal Reserve Sank in .Jew York for 
immeai-ate credit. In general, funds deposited in lOcai 
depositories each day are credited to tne Treasury's 
general account oy 2:00 p.m. of the following business 
day. [ S e f . 2 9 ] 
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(3) Autornaced C^ear^n^ fiouse SvsLeT. . Jnder 
cnis ayscern, an individual or orjanizaLion can aucnorize 
cne govcrnnenc tO' automazicaiiy deposit or witndrav; funds 
from a personal or corporate Pani< account. The funds are 
transferrea by masnetic cape or otner electronic meaia. 
tnrough commercial depositories, Federal Reserve oan.<s, 
and tne Department of tne Treasury. 

Tnis system provides for the c_earing of debts and 
c. -edits electronically rather than througn a pnysicai 
movement of checks. (Figure 6). Required invoice data 
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ough 


tne 


network 


0 y an 


or iginating 
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to suit tne needs 
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the 
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SuDsequent 



the transactions are relayed to the proper banx for funds 
collection. Once the funds have been pooied, the sum, 
along with its corresponding data is sent to the desi^nat 
receiving banx. This bank wires tne funds to tne approsr 
agency location code (ALC) at tne New York Federal Reserv 
and transmit tne deposit information to tne agency. (Ref. 
29) . 

( 4 ) Treasury Financia. Cornmun ication Svsce:.i . 

Tliis system provides for tne transfer of 
funds tnrough an electronic medium oetv;een tne Department 
of tne Treasury and tne banking community. Since funus 
are wire-transf erred , cnecxs and tne accompanying coi_ect 
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time are coi.’ip-e^ely e j. i:ni nace J . and fanda are avaiiaoj.e 
on the actual payitent date. Tne syste.n viovtis in tnia 
format: (1) Tne Treasury Financial Communication System 

(TFCS) aiiov/3 paying entities to direct tneir cornmerc ia_ 
oan^s to charge tneir oank accounts and to transfer 
payment through FRCS; (2) to the Treasury's main account 
at the Federal Reserve BanK of Nev^/ York; (3) and tne 
Treasury is immediately advised of tne transfer through 
an electronic link provided by the TFCS (Figure o). 

[Ref. 29] 

b. Deposits Procedures and ilethods 

The deposits of funds in an expedient and 
timely manner cannot be overemphasized. To aiiovj for 
cost effectiveness, agencies are only required to deposit 
receipts of $1,000 or more on the same day received 
before depositing cutoff ti.me. .Vhen tne accumulated 
amount is signif icantly less, next day deposit of funds 
is authorized. In addition, agencies wi_i marce muxtip^e 
deposits if required, nand-carry vice mailing deposits to 
Federal Reserve or commercial oanxs , and maximize aai^y 
deposit a.mounts oy depositing as late as possioie to 
specified cutoff times. The mechanisms identifiea for 
collections are tne same for deposits. The concept of 
depositing combined 'hith collection comprise the processin 
phase of tne Receipt Cash FxOVr/ pipeline: 
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diiiiria >?3y;.ienc3 teres >riaixin^ >Processin 2 

)0D and cne Deficit Reauction Act focus on tne processing 

pnase of tne Receipt Cash Flow Pipeline. [Ref. 26] 

2 . Cash Management ?-annino and Penalties 

Tne agency is responsioie for tne planning, docuaien 

tation, and implementation of a collection and deposit 

system. The collection process is a continuous requirement 

and as new systems are developed tne agency is required 

to review its system to identify areas for improvements . 

As an internax control procedure, eacn agency is encouraged 

to document a.Li cash flows to maintain a perspective of 

the ef fectiveness of casn management witnin tne agency. 

Tne casn flow documentation tremendously reduces tne 

amount of time devoted to cash management reviev/s and tne 

preparation of summary reports. 

The Treasury's Financial Management Service (FM3) 

cash management review is on official report of an agency's 

casn management program. It will mai<e recommendations 

anu assist in the implementation if deficiencies exist. 

If an agency fails to respond to a senes of notices, a 

financial cnarge will be assessed [Ref. 251. Section 

2652 (Coixection and Deposits) states that: 

. . . Tne Secretary is autnorised to cox-ect from an 

agency not complying witn tne requ ire;nents imposed pursua 
to the preceding sentence a charge in an amount tne 
Secretary determines to oe tne cost to tne general fund 
caused oy suen non-compi i ance . . . [Ref. 6] 

o3 



Agencies cited for nonco:noi lance are rec/jired so 
pay penalties as aeserrnined oy one Secretary of one 
Treasury. Tne penalties are deducoed fron appropriated 
funds, whicn are availaoxe oo tne agency to carry ouo 
progrSiTis 00 which tne collections are related. An appeal 
process does exist ana an agency which chooses oo appeal 
a charge oiusc submit, tne appeal to the Commission, Financial 
Management Service within M5 calendar days of the date 
assigned to tne Notice of Deficiency. A penalty is not 
paid until final judgment is rendered concerning the 
deficiency. The appeal board is composed of the Commissione 
(Financial Management Services), Assistant Commissioner 
(Federal Finance, Financial Management .^’ervice), and a 
temporary cash management official from an agency other 
than tne agency appealing. A decision must be rendered 
witnin 30 days from receipt of tne appeal. If t,ie finax 
rule favors an agency, no cnarge is assessed. If tne 
Charge stands, appropriate accounting data must bo suomittea 
to the Treasury within 30 days of tne final decision. 

The Treasury, under tne Deficit Reduction Act, is authorised 
to automatically debit tne Treasury's account if an 
agency does not voxuntarily pay tne cnarge assessed. 

[Ref. 25] 
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3. 



Ca.-3n ■•lanasenienc ve.v.en c. Funj 



Section 2652 (Coi-eccion and Depoaics) atacen o.iat; 

. . . Tnere 15 astaoiisned in tne Tre33J.*^y of tne United 

Scates a nevoivin;^ fund to be ;<nown as the "Casn Mana,c,e.r.en 
liaproverneni: Fund" . . . [Ref. 6] 

Tne fund will supporc inioiativea and various 
i.'aprovements programs associated witn tne development of 
new metnods designed. to improve tne mechanics of coxieccing 
and depositing of nontax funds to tne Treasury. In 
accordance wion the law, tne fund will function as a 
revolving fund. Tne Treasury is assigned as tne Financia* 
Management Service as guardian of tne fund. The 
disbursement of funds from tne account will be expended 
for onose projects specifically selected by a projeco 
selection and approval committee. Tne account balance 
will oe published in a Treasury Financial Suiiecin. A 
fiscal year iimioation win noc be established for expenses 
incurred as a result of developments in improved metnods 
of coxxections and deposits. Tne expenses (incurred in 
developing new procedures and mecnanics) and tne costs 
(personal services, the leasing or purchase of equip. nent, 
and operating facilities) wixi oe financed fro.m tne 
account. Comprenens i ve reoorts wi^i be prepared ana 
pubiisned oy cne Treasury relating to current financiax 
position and past transactions affecoing tne account. 

[Ref. 251 
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SUilMAHY 



Tne Deficic Reduction Act of 1934 is perceived as a 
fo^iow-on to tne Debt Coiiection Act, .-/nicn empnasized 
tne collection of outstanding debts. Tne Deficit Reduction 
Act gives tile Treasury autnority to set poiicy. Histori- 
cally, tne Treasury nas been an advocate of tne casn 
management concept but unable to influence other agencies 
to participate. Only tnose agencies witn similar entnusias 
ana interest adopted and used the methodology and iiteratur 
provided by tne Treasury to advance their ;<nowleage 
and expertise in tne area of cash management. The Deficit 
Reduction Act requires tnat ail federal aj^encies place 
increased emphasis and male improvements in tne area of 
cash management. As a leader in tne field, the Treasury 
is autnorized to judge if an agency is in compliance and 
authorized to assess penalties if an agency fails to 
participate and initiate improvements. Funding is avaiiao^ 
for research, testing, and the implementation of new 
developments in the area of collection and deposits. 
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I.:is.Lernem:aciQn of che Deficit Reducc-on Acz 



.qj__LL 



Congress gave tne Department: of tne Treasury tne 
responsioiiity for formulating and prescrioing reguiacions 
and methods to implement tne Deficit Reduction Act of 
19cS^. Tne Department of tne Treasury was provided one 
year to accomplisn tne tasK with a deadline date of 1 
Octooer 1935. The Treasury Department responded to tne 
intent of Congressional directive and puolished tne 
Federal guidance on 3 September 1985. Tne Deficit Reduction 
Act requires chat, all provisions relating to Section 
2552, Collection and Deposits, oe fully implemented prior 
to 1 October 1986. '.7ith tne Treasury, DOD is formulating 
its policy to implement the Deficit Reduction Act. Once 
approved, OSD will stipulate to tne services the requ ir ernents 
and procedures for processing tne legislation. 

In this cnapter an analysis is per f ormed on tne 
implementation process of the Deficit Reduction Act. 

Althougn no formal policy nas been promulgated, tne 
analysis v;iii indicate wnat procedures snouid be used and 
the problems tnat legisxation faces in general. Along 
witn tne interpreta t ion process, tne implementation is a 
pnase of tne enactment orocess tnat is a factor in tne 
success or failure of tne Congressional legislation or 
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ozner ad;riini 3 ::racion reguiationa. Tne i;r.plemencai:ion 
process is a vicai iin;< t.o cne incenc of Congress or tae 
originacor of a regulation. 

Tnis cnapter also includes a review of tne steps and 
final ruie resuiting from the Treasury Department ' s 
compliance wit a tne Deficit Reduction Act. The roie of 
tne Treasury during implementation and now it functions 
as tne predominant administrator of tne Deficit Reduction 
Act is discussed. The analysis will review tne implemen- 
tation process of similar legislation and observe tneir 
impact on tne Prompt Payment Act and tne Debt Collection 
Act of 19B2. The issue of _engtn of time it tai<es between 
tne passage of law and the final impiemen ta tion (or _acK 
thereof) is addressed. Aitnougn full implementation vjii^ 
not be in process before tne completion of this researcn, 
a loow at the preparation, incentives, and prooletis tnat 
tne armed services' accounting and finance centers foresee 
are of great concern and interest and are discussed. 

Tne implementation process for tne Deficit Reduction 
Act wix^ not oe easy. But if impiemen ten witn cne intent 
of Congress and carried out witnin tne spirit of tiie law, 
tne results could be beneficial. As tne chosen aam.inis- 
trator, tne Treasury Department wiil proviae tne impetus 
and enforcement for the success of the iegis_ation. 
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PRO.iPT ?AY;•iEi^lT ACT A.'JD J£oT 



IrfPLA.'-iEiITAnO.i OF THE 
COLLECTiON ACT OF 1932 

Before discussing she initial pnases of pronuigat ing 
one Deficit Reduction Act guidance witnin DOD, a review 
of similar legislation is presenced to determine if 
siraiiarities or differences exist. This review snouid 
benefit tne implementation of tne Deficit Reduction Act. 

The Deficit Reduction Act and previous legislations, as 
casn management initiatives, aii focus on a com.mon goai 
of reducing the amount of funds whicn tne Federal Governmenc 
nas to oorrow to pay its deot. Currently, the focus 
is on the deficit. It is also on each of t.ie cash management 
initiatives wnicn will fulfill a roie in minimizing or 
reducing the aeot. [Ref. 351 

1 . I .np .; . .ejiiejit_a_t_LQ.a^.i_t.iig. ..Eiig m p.b.. . P.ay-ag-ilL-A. g .t 

Tne i.mpiementation of tne Prompt Payment Act oegan 
with the publishing of 0MB Circular Ho. A-125 (Prompt 
Payment). Circular A-125 provided tne policies and 
procedures wnicn were to oe used in paying for tne purchases 
of property and services acquired through government 
contracts. After interpreting Circular A-125 ana tne 
intent of tne j.aw, tne Office of Assistant Secretary of 
Defense ( Comptroi ler ) further aeiineated through a memor andu.i 
format tne purpose and requirements of Circular A-125. 
ana added quarterly reporting requirements, computational 
rates, and reporting format. [Ref. 10] 



74 



A.-nong zne araed services, eacd orancn soo,-: a s^i^nc^y 
dii'i'erenu aporoaca. Besides cne _egisiapure and OSD 
requiremen’-cs , Pne ;Javy required 30 of ics largest coisir.ands 
(including major claimants) to assume responsibility for 
excessive interest payments paid by subordinate activities. 
NCF-21 (a brancn of the comptroller) records interest 
data taken from tne files of the Centralized Expenditure 
Reimbursement Processing System (CERPS). Tne data extracted 
IS printed out in assorted formats. These documents fci*m 
tne Navy Interest Payment System (i-JIPS). The NIPS is 
reviewed oy financial managers wnere tnose activities 
experiencing excessive interest payments are identified. 

The neadquarters for activities receive montnly performance 
letters requesting prompt remedial action. Along witn 
this report a "top RO" report is generated listing the 
worst Navy-wide activity performers in interest dollars 
paid. Tnis reporting system in a competitive environment 
creates pressure on those commands experiencing prooierns 
with interest payments and forces tnem to take initiatives 
to improve tneir status. [Pief. 3'D ] 

In addition, separate reporting requirements wer-e 
estaolisned for (1) disbursing activities wnicn pay 
contractors witn apuropriated funds; (2) nonappropriatet 
fund activities; and (3) tne Defense Contract Administration 
Regions. Tne latter organization was required to implement 
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siXL,een different reportt to assiet in controlling infor- 
mation regarding interest payments. [Ref. 30] 

The Army and Air Force promulgated airectives witn 
similar reporting reauirernents but without tne pressure 
initiative. The Air Force directives were more detaiiea 
and dictated an appropriate approach in relating changes 
to vendors. The Prompt Payment Act was not intended for 
tne creation of adversarial reiat ionships witn vendors. 
Among the armed services, the Air Force directives and 
messages emphasized the seriousness of maintaining close 
relations witn vendors during the initial phase of tne 
implementation process. The Air Force actions, among tne 
services, were tne most appropriate in the spirit of tne 
Prompt Payment Act. [Ref. 35] 

0MB issued an amendment or attacnment to Circular 
A-125 to oetter implement the requirements of tne Act. Tn 
attacnment was promulgated in response to concerns aoout 
progress payment and various types of contracts financed 
tnat normally is provided oefore tne actual receipt of 
goods and services. Circular A-125 failed to address 
tnis issue. Tne A-12b amendment was issued to provide 
clarification of sucn questionable issues Wj.tn additional 
guidance on tne proper timing of payment to contractors an 
contract financing in genera.. [Ref. 11] 
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Tne i;np^er,;8ncai:ion of one Pronipo Payoienc aco v;ao 
noc a difficult. caoK for DOD. Tne oniy difficu-Oy reoteo 
with aubordinaoe acoivities wno suffered and sciix experj.enee 
difficuxties in paying oilio. Tne Navy and tne Air Force 
experienced fev; prooienis in iinpleraencing tne Act and 
currently botn organizations nave been successful in 
achieving tne goals. The Army still faces problems 
because of non-mecnanized functions and tne location of 
subordinate activities. [Ref. 36] 

In summary, the implementation of tne Prompt Pay. .lent 
Act and its intent nave been successful from an overaix 
standpoint. Goals of zero interest expense and zero 
early payments are feasible for DOD. 

Factors cnaracterizing the implementation of the 
Prompt Payment Act were; 

a. Timing was excellent. The Prompt Payment Act oecanie 
law in January 1932 and was fully implemented 

oy October 1932. The time spent interpreting tne 
content of tne law was mini.mized. 

b. The composite of reports from DOD ana other federa.. 
agencies were presented to Congress oy J.-!3. 

c. FY 83 was tne first time tnat federal agencies were 
required oy _aw to pay tneir bins on ti..ie. Tne 
federax agencies responded oy paying 99.^ of tneir 
oil*3 on time. Before tne Act, 30:i of Federa^ 
Government's oi..^s were paid late. [Ref. 14] 

2 . i.noiementat ion of tne Debt Collection Act 

Tne Debt Collection Act 'was enacted to improve 
the Federal Government's efficiency in tne collection of 
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deocs ov;ed ld cne Jnir.ed Spaces. Tna i;;iprovemen cs v/ou^d 
reauxC from naw and reviaeJ proceaurea for one coi.ecoion 
of oeoos owed cne Federal Governmenc oy individuals ana 
induscry. Tne Acc provided cne iinpecus co scruccure a 
scrong sec of procedures cinac v/ould effecciveiy reduce 
cne number and am.ounc of oucscanding deocs cnat oecome 
unco*ieccibie. Additionally , cne Act eximinaced die 
cnreac of liability against consumer reporting agencies 
and instituted a more appropriate system for tne disciosur 
of information to cnose agencies. Tne system is effective 
if procedures are followed judiciously. In tne past, tne 
Federal Government could not collect general debts from 
an employee v;icnouc their consent, out cne Deoc Coxxeccion 
Act cnanged this routine. [Ref. 17] 

After the passage of the Deoc Collection Act 25 
October 19i32, certain areas of the law required clarifica- 
tion. An amendment to cne Debt Collection Act was passes 
29 Govemoer 193d .mien clarified tne issue concerning 
contracting for collection services. The amendment 
provided for tne contracting of collection services 
witnouc designated funding for tnis services. [Ref. 171 

fne four agencies directly involved in imp_ementin 
tne Deoc Ccixection Act vvere 0MB, GAO, Department of 
Justice (DOJ), and tne Office of Personnel Manage.r.ent 
(OP.'l). Tnese agencies were jointly responsioie for 
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prescri'oin • the guidance and regulations to ir.;ple;Hent t.ie 
Debt Collection Act. GAO ‘ot involved by having the 
authority to peraiit write-offs over $20,000. The DOJ vns 
required to rule on cases involving litigation involving 
referred debts and their collection. 0PM initiated 
salary deductions frorr. pay checks. Finally, 0;'i3 has a 
historical interest based on its investment of time and 



aanpo'wer. [Pef. 31] 

0M3 v;as the first to publish -guidance in a mer.ioranduu. 
which highlighted the affects on the Privacy Act and 
disclosures. Through O’ln Bulletin do. 33-21 procedures 
for referring information to consumer reporting agencies 



were promulgated. 



h'ext, 0113 Circular A-129 of 9 ilay 1935 



set the policies and procedures for the Federal Credit 



programs. The steps in a credit .program are: 



a . 



Extending Credit: A determination 
the most current and accurate data 
financial status of an individual, 
surpassing .'.lininium requirements are 



is .nade based on 
concern ing the 
Those individuals 
extended c red is. 



b. Establishing an account: Setting up an account to 

allov; for scheduled repayments and a synopsis of 
procedures associated vrith failures to carry out 
obligations under the ter.sis of the credit require.aents , 

c. Collecting delinquent receivables: Collection 

performed follo'wing prescribed procedures and 
regulations that allov/s for and ensures due process. 

d. h'rite-offs: Expendin.g fro.m the records those accou.it 

that are unccllectible and documenting the process 
followed to collect receivables, [Refs. 31 > 33] 
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Circular' A-129 prov.jed cne "lOSu c.'iuicai i.iforina- 
Zion for proceoaing dezinQuenc accounts cnrou^n co_xeczion 
agencies. Delinquent, accounts (uiore znan 5100 and zo 
involving active duty rnemoers or feaeral employees) 
snouid be considered for referral wnen 61 days past 
due. it becozies raandazory wnen tne payment is six ;iiontho 
overdue. Active duty rnemoers and current federal e.mpioyee 
salaries are normally offset if accounts become delinquent 
In pursuing delinquent accounts tnrougin coi_ection agencie 
tne Federal .-Register hignlignt and document tne Cxoss of 
records wnicn would require annotation. Tnis procedure is 
critical to ensure tnat eacn case is subjected to due proc 
(39 day notification, opportunity to collect and copy 
debt related records, opportunity to set repayment scneaui 
opportunity to nearing an- official decision). Circular 
A-129 and concurrent puoiications of regulations in z.ie 
Federal Register were critical procedures in impl emenzing 
tne Deot Coiiection Act. [.Refs. 31, 391 

Given tlie guidance from GAO, DOJ , and 0PM, DOD 
initiated its pnase of tiie irapi e.menta t ion process znrougn 
DOD Instruction 7045.13 of 13 Marcn 1935 (Collection of 
Lndeotness Due tiie United States). Tne instruction was 
overdue, and wnen finally published it fai.ea to adcress 
tne critical issues concerning debt nearings and wno 
would conduct sucn nearinzs. To add furtner confusion. 



tne oUDjecL of deo:. referra.o oecween aijenciea rsniained 
unsecuied. Tne guidance from tne inatrucdion addreaaed 
one Issues of offsecting aedts cnrougn accrued pay or 
reciremens pay. [Ref. 34] 

Currently, ou t-of-serv ice deot is an issue ana wnac 
is oeing done to reduce and collect them. The DOD instruc- 
tion addressed offset procedures involving trave. advances, 
damages to farnixy nousing or furnisning. Tne instrucsion 
also prescribed the measures of collections wnicn were to 
offset accrued pay or retirement pay and monthj.y instailmen 
deductions from memoer's pay. Tne amount of disposaoie 
pay to oe offset is limited to 15'5 for tnose cases wnere 
a member is actively employed. .7nen a metioer resigns or 
retires the repayment can be set at any amount. For 
an out-of-service debt, tne oniy difference is that tnere 
is no nearing. Oppor tunit ies to estabiisn a repayment 
agreement, to inspect and copy debt related records, to 
reviev; decision reiatea to nis claim and to oe auvised of 
intents to attempt administrative offset are tne deotors' 
entitlements unaer the procedures cf due process. [Ref. 

32 ] 

The DOD guidance prov id ea tne initiative and 
frameworw for tne impxementa c ion of tne Deot Collection 
Act. The rules, procedures, and metnods were idsntif.ed 
witnin the instructions. The responsioility was passed 



uo i.ae service's zo inipj. 3;nent tne Debc Coiiection Ace in 
accordance wien DOD inoerucecon, and ma,<e ic vjorx. in 
Chapter II, it was discussed tnat the services pro2,ra:r.3 
stiii iacxsd the concerted effort to effectively perform 
as the law prescribes. The Navy does not have a formas 
program estaoiisned for co.lecting out-of-service deots. 
[Ref. 34] 

3 . Prooiems with Implementations 

The Deot Collection Act and tne Pro.mpt Payment 
Act do provide insights into the implementation process: 

a. There is a time sag between tne passage of a law ana 
its implementation. The amount of time is determined 
oy tne complexity of tne law and tne intent of 
Congress. The legality of tne law in designing a 
program for effective implementation must be approache 
with concern for due process. 

D. Within DOD, tne service's implementation depends on 
the availability of compatible systems. Some for.n 
of automation is a critical factor. 

c. There v/as j.ac,< of initiative or incentive on tne part 
of DOD. There must oe an incentive to perform. Tne 
Deot Collection Act and tne Prompt Pay:rent Act did 
not offer the opportunity for active participation 
oefore inception. 

There are many directives being passed down without 
any incentive to perform well from tne manager's viewpoint. 
In essence tne services nave had casn management forced 
on them ratner than voluntarily taxing tne initiative to 
construct programs on tneir own. But a deficit of SB 
trillion and puoiic pressure have forced federal managers 
to react and congressional legislation nas resulted. 

Od 



External pressures have also originated frora special 
interest groups and conraittees such as the Grace Coi:;..ission 
and the Reforii'. 33 uorlc groups. [Ref. 5] 

3. IKPLKMEh’TIIlG THE DEFICIT REDUCTIOI! ACT 

The Deficit Reduction Act vn.ll be difficult to i;.ipl ei.ient 
within DOD because (unlike the Prompt Payment and Debc 
Collection Acts) Congress ’wrote into the law definitive 
dates for the impleinentation of the legislation. In 
addition, Congress appointed a watch dog agency (Department 
of the Treasury) to ensure compliance. [Ref. 5] 

1 . Treasury's Role 

Because there had been no designated agency in 
the Federal Government, the Department of the Treasury 
historically has had absolute expertise in tiie area of 
cash management. The Treasury maintained a division 
(Banking and Cash Management) in the early 1970's that 
was assigned the task of assisting and coordinating 
money management policies in the Federal Government. 

VJith the Deficit Reduction Act, the Treasury gained the 
authority needed to carry out its prograras and iaipl eaient 
those concepts it has fostered over the years. It also 
gave the Treasury the opportunity to institutionalize 
cash .management . [Ref. 6] 

The Deficit Reduction Act gave the Treasury the 
authority to prescribe the timing ana the methods by 
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union agencies 'uiii co^_eco and deposit, money to tne 
Treasury, and to impose cnanges for noncompi lance in tne 
amount determined to oe tne loss to tne general fund. 

Monies in tne fund ui_l oe avaiiaDo.e witnout fiscal year 
limitation for the payment of expenses incurred in deveiopin 
and carrying out improved metnods for collections and 
deposits. [Ref. 6] 

Tne Treasury's oojectives for a cash management 
program are (1) to improve liquidity oy encouraging tne 
use of funds instead of investing in ioie resources; (2) 
to improve casn velocity (increasing the flow at union 
collections are made); (3) to increase returns on funds 
tr.rougn investments; and (4) to improve safety of funds 
oy improving internal controls and preventing unauthorized 
access. These objectives will be the basis for an approacn 
to reducing tne deficit. [Ref. 291 

The Department of the Treasury nad a mandate of 1 
October 1935 to analyze and interpret the Deficic Reduction 
Act, and to prescribe and formulate regulations and 
procedures to acnieve the implementation of the Act 
witnin tne Federal Government oy 1 Octooer 1936. The 
Treasury viewed this as an opportunity to institutionalize 
casn management and give it suostsnce. unicn was ..ong 
overdue. [Ref. 6 ] 
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Tile Treasury’s iniSiai ssep was cne convening of 
a go ver n;nens-'w id e sasi< force. A sosai of twenty Reform 
3d agencies were invited co participate. From tnis 
organisation, four Task Groups were set up and met for 
two-tnree weexs eacn (Deceraoer 1 9d4-February 1935). 

The foiiowing actions were taken: 

a. The first tasx group developed a notice wnicn prov 
the proposed rules for i:npiementing tne Deficit 
Reduction Act. 

b. The secona task group producea procedures for 
monitoring cash management performance 

c. Tne third task group focused on developing orocedu 
for using tne Casn Management improvement Fund (CMiF) 

d. The fourtn task group revised Chapter o-dOOO (casn 
management) of tne Treasury's Financial Manuax. T 
task force's overall oojective was to develop tne 
regulations for i.nplement mg tne Deficit Reduction 
Ac t . 

Tne results of tne task groups interactions was 
tne Fiscal Service 31 CFR Part 2'D6 wnicn was puoxisnea 
in tne Feaerai Register 3 September 1935. Tnis date was 
in advance of the October 1935 deadline. Tne nigniignts 
of tne Final Ruie are as follows: 

a . Billing is required wi tn five d ay s of serv ices 
rendered, goods aeiivered, or payment otnerwise due 

b. Financial management service may prescribe use of 
specific collection mecnanisms. 

c. Agencies win acnieve same day deposit of monies w 
only certain exceptions. 



d. Using sne mesnoao-ogy ousxined in sr.e Casn .ianage-ienc 
Review C-aide, perioaic casn .nanagemens reviews 

wii_ be conductec oy agencies co idencii’y opporsunicia 
i'or improve.r.ents . 

e. As a last resort and in cases of nonconioi iance . tne 
Treasury nas tne autnority to levy cnarges against 
an agency's account in the amount determined to be 
tne interest saving lost due to noncomoi iance . 

[Hef. 29] 

Tne Second phase of tne Treasury's implementation 
of tne Deficit Reduction Act involved tne development of 
internal procedures for tne Treasury. Tne internal 
procedures would estaoiisn mecnanisrns, programs, and 
systems for monitoring the performance of agencies. Tne 



procedures wouxo require that: 

a. Agencies perform casn management reviews and suomit 
cash flow reports. 

D. The Treasury wiii use its casn management trac.cing 
system to identify from tne casn management review- 
initiatives tnat agency's are using to comply, and 
wnere necessary improve their casn management prograr 

c. Procedures be identified for assessing charges where 
necessary, and formalize an appeal process for tnose 
agencies questioning a levied charge. [Ref. 291 

Tne Treasury's tiiird pnase in implementing tne 
Deficit Reduction Act was the development of proceaures 
for the operation and funding of t.ne Casn Management 
Impro vement fund. Tne Fund (as discussed ir. Chapter ill, 
page 2) was estao^isr.ed to promote new initiatives ana 
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ons in tne development of nevj or i.mprovea casn 



management coaiection mecnanisrns naving a potential for 
govern.ment-wide appl icaoii i ty . Tne procedures also wou_a 
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( 1 ) con:.ain 



a'ency app^icacion guideline; (2) ..ia.<e aoao^uce-y 
Clear cnat p.ne t'ur.a wouia oe avaiiaoie according zo 
cOoP/recurn analysis wicn applicability on a governmen t-vvide 
oasis, and (3) identify reporting requirements for tnose 
agencies who successfully qualify and are awarded funds. 

[Hef. 29] 

The fourtn pnase of the Treasury's iinple.mentation 
of tne Deficit Reduction Act was tne rewriting of tne 
Casn Management Chapter of I-TFi'1 o-3000. Tne revision 
was made necessary by tne Deficit Reduction Act. The 
revision would contain (1) changes resulting from tiie 
new xegisiation on the subject of collection and deposits, 

(2) all updates from last revision, and (3) a suppie.ment 
to the cnapter (Casn '.'lanagement Review Guiae). 

[Ref. 29] 

2 . The Casn iianatement Review Guide 

Tnis document v;ould be used oy agencies and tne 
Treasury during casn management reviev.’ visits. Prior to 
tnis document, no instruction nad been set forth on no.v 
to review cash management. In tne past, a syste.m of 
trial and error ana each agency's own interpretation and 
individual efforts were the measures of tne day. Tne 
Casn Management Review Guide provides a step oy step 
procedure for conducting a cash manage.ment review. Tne 
purpose of tne casn management review is to reduce f^oat 
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(.lailin;;, processir.,;' , billin“) by analyzin- transactions, 
documenting the cash flov;, and establ i shin.j initiatives 
for con;pliance u3in.3 the standards contained in the 
review guide. Analyzing all flows one at a time in 
accordance ’with the standards leads to coitpliance witn 
the regulations. [Hef. 37] 

3 . Benefits for the Treasury 

The Treasury's benefits from the revie'w process by 
using the data to : 

a. Initially update its cash flov; data and the 
establishment of a data base using the ne'w data. 

b. Improve forecasting thereby reducing its borro'wing 
need s . 

c. Track interest savings. 

d. Assist agencies in complying v;ith the legislation. 

e. Share information 'with agencies experiencing si.r.ilar 
cash flow problems. 

4 . Benefits to the Awencies 

The cash management revie'w process benefits the 
agencies by: 

a. Allc’ws them to insti tut ional ize cash management and 
get the riaximurn for each budget dollar. 

b . Allov.'s each agency to completely review and analyze 
their cash flov;s in a systematic fashion to identify 
improver.ients and possible interest savings. 

Provides opportunity to upgrade systems with soate- 
cf-the-art technology. [P.ef. 291 
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5 . Treasury's X:n-:-e:.;er:-:3 ^ ion Re.:u..aciJn 

On 2ii Aavch 1935 tne Treasury's uian3oer.iena service 
pub-isned a notice of proposed rules as a pre i irni nary 
r equ i re.cent co one puoiicapion of tne final rule in one 
Federal Register. The general puo-iic was given oJ days 
to discuss ana comment on tne proposed Rule, Twelve 
written coxirnents were received wnicn prompted a ruling 
concerning tneir .’alue and appropriateness as cnanges to 
the rule. The Financial Management Service evacuated 
aii comments based on tnree criterion: (1) tne comments 
had to be consistent with congressional intent; (2) tne 
cnanges must provide equality for all agencies; and (3) 
the changes must amplify and ciarify the Treasury's 
requirement and the responsibility of the agencies. 

These discussions contriouted immeasuraoiy to tne 
structure of tne Final Rule, and provided an avenue for 
clarification and a oetter understand mg of the requ ireitents 
ana otner questionable areas. Tne areas requiring clari- 
fication were: 

a. Scope and application. 

0 . Definition of terminology. 

c. Di^^ing policy and procedures. 

d. Collection mecnanisms. 

e. Collection and deposit procedures. 

f. Casn management planning and review. 
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;j . Assessment of Cnar.jes. 

n. Operacions and payments I'rom tne Casn .■‘ana je.r.en c 
iiTiprovemen c Fand. 25] 

In a majoriuy of tne sicuasions, pne Treasury 
spood oy pneir proposed regulation. Some of tne nigniignt 
and espabiisned principj.es of tine discussion were: 

a. Voluntary donations were not exempted. 

0 . A cutoff time Of 2:00 p.m. was accepted as tne 

f inane iai ins t i tu tion cu tof f time f or depos 1 1 ing funds . 

c. Tne Silling process (wnich was not written into tne 
language of the Law. out tne Treasury include a it 
because billing is an Integra., part of tne cox-ectio 
process as perceived by tne Treasury). A five day 
billing cycle was estaolishea. 

d. The Treasury aaopted a policy tnat it would witivout 
failure institutionalize casn management witiiin 
eacii agency. 

e. Tne agency is responsioie for evaluating its syste.n 
for cost ef f ectiveness , ana if not satisfactory 
identify areas for iraprove.ment and ta»<e appropriate 
action. [Ref. 25] 



Tne Deficit Reauction Act was an important initiative 
tnat was -welcome and overdue. Tne Treasury was receptive 
to their roie as an administrator for tne Act, ana went 
aoout tneir business ennancing tneir position as a leaain.^ 
organization in tne area of casn management. Tne nigniign 
of t.ie Treasury's function was tne creation of a forum 
•..’nere representatives from ai* federal agencies were 
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invited oO participate in diacuacin^ tne finai re'uiccion 
and become acquainced wicn tne concept oi' casn itanageitent . 
[Ref. 39] 

Subsequent rneetinqs were heid v;itn OSD and represen- 
tatives fro;n tne armed services financial community. Tne 
consensus among tne armed services was tnat the Federa^. 
Register did not direct tnat action oe taken, and that 
OSD snouj-d provide tne initial guidance or directive. 
Initially, OSD assumed tne position tnat its roj.e was one 
of coordination of responses from tne services; tne armed 
services were to respond directly to tne Treasury. 

This position changed as tne difficulty of implementing cae 
Deficit Reduction Act became a reality. [Ref. 39] 

C. DOD's Role in tne Implementation of tne Deficit 

Reduction Act 

DOD began acting on tne legislation based on tne 
requirements listed in tne Final Ru_e of tne Federal 
Register pub.^ icat ion . A me.sorandum was issued from tne 
Office of tne Deputy Assistant Secretary of the Defense 
( Comptroller ) on 2d Occooer 1935. The mernorancu.i announces 
tne requii'ements and initiated tne start of tne cash 
management review program. A.i DOD components wou^s 
estaoiisn sucn programs in accordance witii guidelines 
puoxished by the Department of tne Treasury. The .icst 
critical and controversial requirement resulting from a.* 
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previouo d isc Jo3 ions centered on cne ca3x zr.az an 30D 



components vjouj.a prepare casn I'tow data witnin eaan 



organization, 
receipt and dis 
considering tne 



Interpreted, tnis raeant reviewing eacn 
Dursement cash flow, an infeasio-e tasw 
availability of time before tne 30 September 



1936 deadline. 



i t .1 i n 

centers set up 
capability for 



[ Ref . 40 ] 

tne armed services, tne accounting ana 
appropriated offices for assessing tnei 
responding to tne Assistant Secretary's 



inane 



memorandum and tne Treasury's requirements. 



(1) Tne navy's response questioned the broad scope 

of tne requ ire.T.ents because of the snort ti.me for 
compliance. This question was prompted at one 
Treasury seminar, but no response was provided. 

Tne Navy's concern presented a consensus view tnat 
tne accounting activity and tne subordinate command 
wouxd be overwnel.med in trying to perform tne 
required task. Tne Navy recommended tnat receipts 
casn flow oe documented tnis fiscal year and 
disDursements during tne next year. The Navy cnoice 
of receipts over disbursements was attributed to 
ongoing initiatives in tne area of a isburse.ments . 

In addition, receipts snou^d be furtiier divided to 
meet tne October 1936 deaaline for implementation. 



The bottom line from tne Navy's perspective is tnat tneir 
casn f-ows are too numerous and comp.ex to put togetner a 



report of any significant va^ue witiiin tne aij.oted timefra.ie 
file need for additional time was tne essence of tneir 



response to perform an adequate joo witn meaningful 
results. [Ref. 42] 



(2) Tne Air Force's response requested a unifies 
approacn for OOD. Is expressed concern over snair 
capaoiiisy so cornoiy wisnin tne provided siir.efrarie 
and requested tne OASO saxe a .sore active ro^e .n 
correlating tne actions of tne military services. 

The Air Force /'equested tnat tne OASD p.'ovice 
implementing guidance, appropriate format fo:' 
reporting, and tne content and timing of reports. 

It requested tnat consideration be given to tne 
duplication of effoi'ts under Reform 6'6 v.’nere an 
inventory of cash receipts, d isburse.mants and 
noidings oy activity v;ere reported. Finally, tne • 
Air Force requested tne identification of imorover.ien 
initiatives reduiting fro.m tnis activity, and 
considered the manage.ment vaiue of cash flow reports 
comoared to tne cost of producing them. [Refs. 21, 
35J' 

(3) The Army's response ecnoed tne sentiments of the 
Air Force and tne havy, tnat tnere v;as no way tne 
armed services could carry out the implementation 
in tne time frame provided. [Refs. 35, 36] 

0A3D cnaired another meeting on 12 Marcn 1965 with tne 
DOD components and tne Treasury staff personnel partici- 
pating. Tnis particular meeting centered on a coordinated 
r eco.mmendat ion from tne armed services that tne Treasury 
extend the due dates for co.mpieting tne cash fiov; reviews. 
Tnis would oe difficult oecause tne implementation date 
was mandated by tiie law. Discussions ’were ai.:;o neiU to 
develop a coordinated DOD position on now to meet tne 
Treasury's requirement. [Ref. 42] Tne .meeting eventua_iy 
resulted in a proposal to reviev; in FY do four ;najor 
receipt casn fiows 'wnicn are centraiiy managed and adi;n.';- 
isterea oy tne finance centers. Tne proposed casn fiows 
would oe addressed in tne following areas: 
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Out-of-Serv ice deots 


for .Milica r y 


per sonnei 


D . 


Out-of-serv ice aeots 


for civilian 


p e r 3 0 n n e i. 


G , 


Military retired pay 


aeocs . 





d. Contractor deots. 

Tne Treasury's representat i ves were receptive to tne 
proposal and indicated tnat tne reviews snouid focus on 
xarge do_iar receipt fiov/s and large receivaoies. £acn 
service is required to suornit to OASD(C) a complete i*st 
of receipt cash flows and estimated dollar value. 0A3C(C) 
opted to draft a memorandum to tne Treasury requesting a 
waiver to the Casn Management Review Guide requ irements . 
Tne FY 86 review would be limited to tne four casn flows 
discussed aoove. [Ref. 21] 

Apart from their originax intention, OASD nas seen an 
interactive force in implementing the Deficit Reduction 
Act within DOD. Tne impie.mentation has a few montns 
remaining before its enact.ment. Fven with a proposes 
p_an of action, the question stiii remains as to wnetner 
tne armed services possess tne incentive to implement tne 
legislation. 

D. TREASURY COliMFNT OU DOD ' 8 PH0P03AL 

Tne Treasury nas indicated tnat tne proposal from 
DOD of usin.^ the four oasic categories as tne initial 
steps of implementing the Deficit Reduction Act may oe 
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accepcab^e. 3ua L.r.ere wii_ oe no wa.ver for cr.e OLJo.uoa.on 
aaoe nor one fu^ I'i- ^;nen'c of tne casn .nana^erianr. review 
process. Tne Casn ilanage.neno Review Guide win oe used 
oo document tne casn receipt flows. Tnrougn tneir 
acceptance, the Treasury waives the requirements of 
reviewing aii cash flows until tne follo’wing fiscal year. 
Tnere is a great deai of concern and speculation witnin 
DOD that next year win not see tne fun implementation 
according to tne Treasury's guidelines [Hef. 431. VJi.tii 
only four months remaining, now could the Treasury refuse 
tne DOD request? Even if they did, tne proposed input 
would still be DOD's only response due to tne snort tim.e • 
remaining. The lacK of coord ina t ion , confusion, lack 
of incentives, and the scope of the Treasury's guidance nav 
contriouted irameasuraoiy to DOD's failure to fuiiy impieaien 
tne Deficit Reduction Act according to tne Treasury's 
requ irernents . 

Tne four casn flows are al^ related to deot collection. 
These cash flows are hign dollar value categories and are 
major receipts of a recurring and nonrecurr ing nature. 
During initial contacts witn tne ^lavy. Army, and Air 
.^orce, tne consensus was that tne scope of tne Treasury's 
regu_ation for i;ipiement ing tne Deficit Reduction Act was 
too broad . Because <■ f tnis fact, tne sei'vices did not 
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requesc nor concempia^e unac in ^nsi;' Deat incerea; ic 
•,Jouxd nave oeen wise tc 'iniciase a receijr. casn I'iow 
review i;ri:.ieciiaceiy afcer cne release of one Treasury's r 
lo was anr. 1 C i pa ted tnat a waiver would be a_lov;ed fcr on 
FY 86 deadline. 3uo. one T.'^easury does not nave one 
auonorioy to anan^e an i.T.pienientao ion daoe wnich is part 
of one law. Only an amendment or Act of Congress cou^d 
allow o.nis. 

t. IrlPLZMSNTATIOid 

Tne following data surn.iiar izes the current action be 
oawen oo irnDlement tne Deficit Reduction Act. 

1 . The Army 

Tne Army v/ii^ experience tne leaso difficulty in 
setting up and analyzing tne receipt cash flows. Tne 
process is’ scneduied to be completed by June 1966. The 
Army pians to analyze receipt cash fiows in its (1) 
Transportation Operations, (2) .Retired Pay. Military. ( 
0ut-of-3erv ice oebt. Military, and (4) Out-of-Serv ice 
debt. Civilian. 

a. Transportation Operations 

T.ne Army nas a auto..iated system (dSAFAC) 
tnat is used for dccu.menting payments to contractors. 

Tne ceots resulting are related to services contractec 
out on Govern.ment Bin of Lading (G3L). For FY 36 trans 
portation operations nad a puoxic receivable deot of 
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S?. million. GdLs are issued t.o conci'act services for 
nousenoid gooas packing and snipping, .moving equip::;eno. 
and osner related services. Tne cost for enese sei'Vj.ces 
are normally weignt related. Often tnere are cifferences 
oetween tne estimated contracted v/eignt and the actua* 
weignt and these differences are considered Army puDiic 
receivaoies. Tne contractor is notified of tne overpayment 
Tne receipt casn flov; analysis begins witn 
tne oiliing process. The Treasury's standard is five 
days. Tne payment terms, mail fj.oat, and processing 
float are analyzed in sequence. Tne objective is to 
evaluate tne amount of time expended for co:.iections 
and deposits. The Army plans to compare its operations 
to tne Treasury's standards, to determine- if improvements 
are feasible and cost effective. 

b. Retired Pay. Military; Out-of-Service, Militai'y 
Out-of-Service, Civilian 

A review of tne receipt casn flow procedure 
involving tnese categories is initiated witn tiie critical 
step of documenting the debt. A centralized accounting 
syste.m allows tne Army to perfor.ii a complete record 
review of personnel leaving tne Army (civilian ana .;3i^-ta.-y 
Debts aiscovereo oefore detacnment are settled vjicn an 
offset from the individual's final pay. Debts accumu_atea 
during tne last 30 days oefore detacnment are listed as 
deot. Once identified, the ueot collection procedure i 

9 7 
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iupj. eif.en cea wian cue process. Tee receipt casn f_ov; 
review begins after settlenenc nas seen reacned cancernin^ 
tne ;necdoa of paytnent. Tne /irmy p_ans to review cne 
receipt casn flow from tne point of collecting tne payment 
tnrougn administrative processing, and finally its deposit 
in tne Treasury's general account. Any improvements 
resulting from tne review wi_i oegin at this point of 
col...ections. 

c. Objective 

The Army's oojective is to evaluate the cash 
flow at tne Army Accounting and Finance Center . Incxus i ve 
in tnis approach is an evaxuation of each activity invoivea 
in the collection of data on out-of-service debts. 

2 . Tne Air Force 

The Air Force's plan for imp^ementa tion paroxie^s 
tnat of the Army witn certain exceptions. Tne four 
cnosen receipt casn flows are (1) Out-of-service, military. 
(2) Out-of-serv ice , civilians, (3) Military, Retired pay. 
and (4) contract deots. Tne documentation of debts is 
performed oy tne respective activities at the AFAFC. 

Tiie receipt of a cneck or cash is directed to a cashier 
who deposits tne funds in the T:*easury's genera, account. 
The focus wi.i be directed to improving in-house pt'oeess.n.. 
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a. OuL-of-3ervice . Mixiusry 

Tne Air Force plan oo use one Joint Jn.i'or:.', 
Military Pay System (JUMPS) for tne identif ication of 
.military rexateci debts. 

( 1 ) Tne JUMPS Process . Tne JU.iPS system is 
nijniy centralized. It is a computer syste.m witn a uata 
base that is updated nigntiy v/itn oaten processing uoaates 
from Accounting and Finance offices (AFO) at tne locai 
Commands. Eacn service memoer's account is centrally 
located at tne Air Force Accounting and Finance Center 
(AFAFC). Feedoacx from tne AFAFC is received eacn morning 
by tne AFOs in the fieid,. Tne AFOs can maxe inquiries 
twelve months oacx and process cnanges for the last si,< 
rnontns . 

(2) Member's Separation . Prior to separation 
tne local AFO must get autnor ization from AFAFC for tne 
member's final pay. Tne system queries the memoer's 
account for outstanding debts. Bad cneexs written in 

tne last 30 days are not accounted for by tne system. As 
a result, tnis debt becomes an OSAR. Tne final figures 
provided oy JUMPS is sufficient to start tne OSAR co^iecti 
'jroces6. Tne account is referred to AFAFC for collection. 

( 3 ) Cj2 liection and Oeposits . i’ae receipt 
casn f_ow review begins witn tne offset process. Once 
casn or a cnecx is received, an analysis win oe perfor.ned 
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CO doc2r’;r*ine ii' ic'.provorr.ento con os maae co chs proceoo. 
Concencracsd ei'i'orcs focus on reducing cne fioac 

from cne coiiecciona ana deposits. 

0. .liiicary. Recired Pay 

The Air Force piano to use its Retiree Annuicy 
Fay System (RAPS) for identifying deots and scneduiing 
repayments . 

c. Out-of-Service , Civilian 

The Air Force nas a centralized system tnat 
documents civilian pay. The civilian payroll office 
identifies tne deot and forwards appropriate dccumentat ion 
to 0 PM. OPil can release funds from the member's civil 
service retirement contribution account to pay t.ne debt, 
if tne member does not nave funds in tne account t'tie deot 
is returned to tne AFAFC. Debt collection procedures are 
implemented to collect the aeot. 

d. Contractor Deot 

The Deot Coixection Status Reoort is useo to 
manually assess tne debts owed oy contractors. Once 
identified, tne contractor is notified of tne deot (bi_iing) 
Tr.e casn or cnecn is forwarded to a casnier at AFAFC wr,o 
deposits tne funds in tne Treasury's genera- accoun-. 
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As of this v.'ritin-A, the :.'avy has not taken action 
to identify a system or pro^ra..; for impl e:.,entin] the four 
proposed catesories of debt. 



i rl fli 

1 . 



PH03L".:: OF IhPLFIlEhTIh'G THE DEFICIT REDUCTIO;; 

Accountin': and Finance Centers 

The probl en ■ of implementing le.yislation data 
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collection and puttin~ it in a reportable format. The 
problem may be traced to several factors: (1) an ab'sence 
of a computer system or appropriate softv;are paclca^e, (2) 
a lack of interpretation , (3) a lack of fundin' or 
manpov/er, or (4) a lack of incentives. The problem has 
centered on the accounting and finance centers, and their 
concern and efforts in pursuins the implementation process. 
The accountih;^ and finance centers mainly review lepislaticn 
and prescribe rules and regulations. The support of the 
accounting and finance centers or lack tnereof a.'.ipl if ies 
the success or failure of the legislation concerned. In 
many instances, they are the cornerstones of the imp.le- 



mentation process. 



Con~res5ional Assistance 



Congressional le'^islation reflects tne ;ood 
intentions of Congress to do well ir the eyes of tne 
public. Their concern for the implementation process 
seems limited to identifying an administering a^,ency. 
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0M3 was saswed wisa rasponsibi.icy for Pno ?ro;r.pt Payinans 
Acs. GAO, Deparp:.fenc of one Jusoice, 0PM. and 0:-lB were 
assi^.ned she respons ibii i ty for cne Deos CoiiscPion Act. 
The Treasury is responsioj.e for tne Deficit Reduction 
Act. Except for the Prompt Payment Act, wnicn was done 
on short notice, tne Oeot Collection Act and tne Deficit 
Reauction Act nave caused prooiems for tne armed services 
Tne services agree tnat tne Deficit Reduction Act wn* 
contrioute to improvements in casn managei.aent . Out tne 
full impact win not oe reaiizea until complete implemen- 
tation r.as taken place (wnen DOD and tne armed service 
nave had tne opportunity to review aii cash -flows). _t 
is possible chat tne full impie.mentation may result in 
savings. Tne Mavy anticipates that tne amount of cash 
tnat disbursing officers carry aooard ships and tne casn 
in safes overseas may oe reduced (tne funos neid oy 
disoursing officers on snips mawe up tne largest share of 
casn neid outside of tne Treasury). 

3 . r e a s u r V ’ s Analysis 

The problem identified by tne i)avy, and one tnat 
IS a concern to aii tne other services, is the procedure 
tne Treasury wilx use in comoiiing, evaluating, and 
analysing tne data co^xected [Ref. 161. Tne Treasury 
nas soxved tnis prooiem oy oasing tne reporting througnou 
tne Feaerai Government on tne numoer of casn i'ious. 
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Fedaral agenciea are civided ini:o croups , and cncae 
v.'icn I'ewer casn I'iowa nave aariier reporting datea. 
of tne federal agencies nave completed tneir casn fiov; 
reports. Tne Treasury nas establisned an automated system 
for analyzing tne data. DOD is in tne last group of 
reporting agencies. DOD nas the largest numoer of casn 
f-ows and the Treasury accepts the fact tnat tneir casn 
flow reviews may not be complete prior to Septemoer 1935. 

3ut tne entire implementation process will oe complecea 
as required because tne Treasury does not nave tne autiionty 
to waive tne reporting date. Hovjever. in DOD's case, 
they will anew partial reporting due to tne large number 
of cash flows. [Ref. 39] 

4 . Snouid Legislation. Provide Fundini ana .-lancower? 

Tne implementation of the Deficit Reduction Act, 
li.<e the Deot Collection Act, nas tne potential of becomin.^ 
sta)gnated and failing to fulfill tne intent of Congress. 

Tne absence of funding and manpower support are critica* 
requirements in view of past legislation and tne current 
efforts to implement tnem. As mentioned aoove tne services 
once again, nave nad casn management forced upon tnem 
ratner tnan voiuntai'ily taking tne initiative to construct 
programs or Internal Control orocedures. Tne aru'.ea 
services are putting fortn an enormous amount of effort 
and time to comply witn legislation as enacted. Tne 
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in.iecuricy of the services 3ee:;;s to he linlced to their 
data base. The .,';echanis;.i for co..ipilin;j requested data to 
ir,ipl e.'iient le-^islative requirements is not available in 
all cases. Each requirement is causing a backlog oecause 
the fundin’ and manpov/er for h^therins data is a function 
of the current r.ianpov/er structure. If an automated 
system is not available, then '^;atherin 3 data becomes ti...e 
consuming. For the Deficit Reduction Act, resources for 
complyin' uith the legislation were not provided. Even 
the Treasury's Cash iianajement Improvement Fund 'vas 
established without a financial base. If Gramm- Rudman is 
an indication, the Deficit Reduction Act will proceed 
without additional manpower. khat will occur is that 
priority pro^rai'is will prevail. Funding and r.ianpower 
should be incorporated in the legislation to ensure 
implementation . 



G. AI! OBJECTIVE VIE’.; 

The four cate.qories chosen for cash ;.ianagei::ent review 
are debt related. Realizing the problem encountered with 
deot collections, it appears that the Air Force and t'.ve A 
will experience :.inor difficulty in documenti n;, the cas;. 
receipt flow. But the .iavy will encounter difficulty due 
to lack of automation. Further research in uhis area is 
encouraged. The final ii.'iple.mentation of the Deficit 
Reduction Act within DOD and the results fro:., uhat proces 
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.;ii- oe a jecerrn_ninb I’accor aa ao wneaner zr.e Acz conz.'i- 
ouaes ao laproveinenaa in casn rnanageaiena . .'loaL i.Mpor-aana- 
wi_^ JOD fuiiy i.T.pieaienc one ^egialaaion? Tne Dei'icia 
i^eaucaion Aca cou_d be anocner aaep or ane end ao caan 
..lanagemena iegiaiaaion. The oaaic feaaure of ane Aca has 
been incorporaaed in tne Gra;a:r.~Rudinan-Holi inga araendmena 
v/nxch requirea Congress to reduce ane budget deficit oy 
$3o billion a year starting witn FY 36. ^f Congress 
fails to acnieve the required deficit reductions, ane 
process wii^ be oacKsaopped oy a procedure under unicli 
tne President couid nia.ce tne needed reducaion across- 
the-board, except for Social Security. Sor.ieaning line 
the Graaim-Rudnian-Hoiiings is needed to not onxy restore 
budget control as an end in itself, but also to estaoiisn 
a fiscal position under v/hicn a constitutional a;.:end..ient 
couid be adopted witnouc disruption. Tne consai tuaiona* it 
of Grauiri-Rudrr.an-Holi ings is being chai.Lengea in court. 

Tne argu.T.ent is anaa tne involvement of tne Congress lonai 
Budget Office in an action of tne executive Branch uas an 
unconstitutional violation of tne separation of powers. ( ;•: 
43). Tne action is saiii pending. 



105 






^ J.'i 






C 0 N C L iJ :S 1. 0 S , H £ C 0.-: i-; tl .'J OAT 0 II S 



A • b U . ii'i A R '/ 

r.ie Oef 1 C ic Reduction Act W33 Con^reso's response to 
puoiic concern, rising deficits, and uncontro_iao_e 
spendiiif’ within tne federal government. The Deficit 
Reduction Act is anotner step in a series of legislative 
acts and aditinistrative regulations designed to imipie;iient 
control over spending and provide for i.aprovements in 
casn management procedures. Tne portion of tne Deficit 
Reduction Act dealing witn collections and deposits resuxtes 
from a Grace commission recoitmendation for improving the 
efficiency ana effectiveness of federal managers. Puoxic 
interest and concern has forced congress lonal leaders to 
tame tne initiative to reduce tne deficit. 

i’he Deficit Reduction Act is one sucn initiative 
aimed at improving casn manage.iient oy advocating quic.< 
response in collecting and depositing receipts witn tne 
Treasury. The Treasury nas seen designated as tne auniin- 
istering agency uy tne ^egisiation. Tneir goai, advocates 
tne past, xS to inst* tutionau. iso casn management 
x.n tne Feaera* Govern-ient . ine Deficit Reduction met 
give t.ie Treasury tnis aut.iority. 

Tne Treasury seised tne opportunity to rnaxe casn 
management as a functionax and an alternative measure of 
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...ana'e.'nen u ' j per I'arrnanoe . Tae Treasury deai^neo a caaa 
f^ov; review aroceas as cne inisiaj. seep far i;npj.e;nen : 
tne Oei'icit. Reduction Acc. It requires a_i federal 
agencies so docunient receipts and disourseinens cash f-ows 
ana analyze tnem for irnprovernent and casn savings. 

Sepse.'Hoer 1936 is tne deadline for iitpxeinentation of 
tne Deficit Reduction Act. Tne Pronpt Payment and Deot 
Collection Acts were cited as references to a e ter:,'’,ine t.ie 
precarious prooie.ns confronting DOD wniie iinpiementing 
congressional legislation. Tne i.-aplementat ion process _s 
difficult ana perceivea as a forced Act ratner tnan a 
program derived ’.utnin tne defense community. 

The ai'iT.ed services are experiencing similar proo^ems 
v/itn the Deficit Reduction Act that were encountered 
during tne implementation of tne Deot Co__ection Act. 

The mam problem v;as the aosence of an auto.iated oyste,n 
for compiling and formatting the required data. 

Seven montns were required to determine tnat full 
implementation could not oe achieved before Septemoer 
1936. Tne incentives tne armed services nave for improvi 
casn management do not exist. Tne perceotion of naving 
casn management forced on an agency is counter productive 
to an agency designing a similar pi'ogra.n internally. 
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Con3equenc_y , cne arr.ed aer vices spenu si.ne aiscussir.c 
ways CD cse el’i'ecc ci' Cnc Treasary's repci'c.nq 

requ _re;r.encs vice addressing cne issues.. 

Congressional legisiacion creases ur.cercaincy ainong die 
arcied ser’vices. Mosc of sen in DOD. cne snorcfaii in 
iinpiernencacion is accrioucea to insufficienc funus, iacx 
of auco;.iac ion , or raisinterprecacion of cne leg-siacion. 
Programs co impieinenc .egisxacion oecome a reaiicy or 
linger on from year co year. Tne Cebc Collection Acc is 
experiencing tne latcer. 

Depending on tne service's accouncing ana finance 
syscems. cne currenc casn management reguiatory framevjorn 
is weli received or prooiemacic. Tne .-!avy is experiencing 
cons ideraoj.e difficulties with cne Prompc Paymenc ana 
Deoc Colieccion Acts. A parallel conclusion is scacea 
for tne Army wicn tne Air Force performing more effec- 
c 1 V e 1 y . 

Tne Deficit Reduction Acc oegan as a proo_emacic issue 
wicnouc ieadersnip from DOD. .-■/itn a cnange in perspective, 
OSD nas intervened and sponsored a program cnac proves 
accepcao_e for cne interim. Due co cne suoscancia. 
nui.noer of casn f.ows within DOD, onxy time wi*i aecermine 
wnecner impro vements wii^ oe made in cne armed services' 
co^xeccion, deposits, and d isoursemencs of casn. Tne .aw 
iniciaxxy focused on collection and deposits. The Treasury 
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aaded. or.roUtZn r e *u j. a l lona . oij._ing5 ana a -sourae.'nen ca 
CO ico review orocesa. Tne deficit deJuccion Acc wiai 
iiiiprove caan xana^emenc and perfor:i! as Congress incenaeJ. 

Tne prooiem is ascertaining a position wnere analysis can 
oe accoapi ished . 

Tne implementation of tne Deficit Reduction Act began 
wicn tne puoj. ication. of tne Treasury's regulation. 

Folio'wing a series of discussions and meetings, DOO nas 
proposea an interim orogram vice fUo.1 irnpieraenca tion 
before Septsmoer 1936. Tne interim program is an analysis 
of four casn receipt flows. Tne proposed cash flows are; 

(1) Out-of-Service deots, civilian personnel, (2) Out-of- 
service debts, mi-itary, (3) Contractor deots and (4) 

Military retired deots. Tne casn flows are ali deot 
rej.ated. The armed service witn an effective aeot coi_ect.on 
program ’will experience tne least difficuxcy. 

Tne Deficit Reduction Act win oe dexayed indefinitely 
after tne initial implementation pnase due to tne scope 
of tne review process. Tne Deot Coxlection Act 'was 
enacteo in 1982. and tne impl ementat ion pnase is stn^ in 
process ;.n 193o. Tne Deficit Reauction Act wnl fo-iov; a 
sii.ii-ar patn of stagnation unless tne Treasury intervenes. 

From, an overall perspective, tne armed services need 
to oecome inore efficient in casn management. Tne po^nt 
is refiectea in part by poor implementation programs aid 
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one suooeance of one inJividua. accounoin.; sysoeriie. 
inaivicu3i_y , one Air Force is per f orrninc; .cosc effecoivexy 
in one area of casn .-nanaseioeno . 

B. CONCLUSIONS 

To eaOaoiisn a researcn fine, oontaco was maae wicn on 
L’avy, Araiy, and Air Force AccounOing and Finance Cenoers. 
Tne conver sao ions tnao ensued revealed onao one subjeco 
of casn loanagenient was acoiveiy aiscussed ao onao ievei. 
Tne Proropt Payioenc and Debo Coiiecoion Ac os remain one 
focus of casn management discussions. Tnis particular 
point of view conOriouted oo tne deficiency in worw 
performed on one Deficit Reduction Act. 

1 . Tne Prompt Payment ana Deot Collection Acts, as 
Prior Casn Management I nitiatives Jo Provide a 
Medium for Fvaiuaoin^t tne Imoiementaoion Process 
anau.R’P^a ^ £ ^...grj?-b.i.g.[A5/-j^^^ tne Je.ficio 

JOD is performing well under Prompt Payment Act 
out no assessment of perforiaance under cebt co_iecoion 
can oe made due oo incompleteness . Tnree factors affected 
tne legislative implementation process: (1) timing, (S) 

automation and (3) incentives or ^ac.< tnerecf. 

Tne Pro. not Payment and Debt Collection Acts surfac 
tne issue of tiuiing. Tne timing for the Prompt Payment 
.let was excellent. Tne Act beca.ne _aw in January 19o2 
and was funy implemented in October 1'}32. A consioeraole 
time _ag existed oetween passage of tne Deot Collection 
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Act and xta _.r. 0 icniencatijn vjnicn is in process. I'i^.iin’, is 
affected oy tne coapi ex i ty and legality of tne le.^; -s_af.on 
Lii.iiting tne time j.ap is crucial to .taintainini, tne 
spirit of tne law during the inipieinentation pnase. 

V/itnin DOD tne impieitentation process is dependent 
on tne availability of an auto.tated system for oata 
collection and reporting. Tne service possessing auto.tate 
capaoiiity to respond to requ i rements will experience 
less difficulty during the implementation process. 

Tne lack of incentives affect tne implementation 
process. Programs without incentives have caused a laox 
of concern for improving casn management. Legislation 
nas been directive in nature vice motivationai . Tnere is 
a rusn for results to satisfy seniors and respond to 
public concern. The attitude at tne finance centers 
fluctuates (e.g., tne Navy's concern is for snips and 
Gisoursing officers performance on..y). 
a. Tne Kesuits 

(1) The timing for tne Deficit Reduction Act 
is effective. Tne iegis_ation was enacted to reduce tne 
deficit. Presently, tne federal debt :.s a top priority 
issue. Tne law provided tnat implementation wouii oe in 
effect by SeptCiiiber 19d6. Tne armed services are worwin.-. 



toward t.nat aate. 



(2) Tine Jeficiz Recl'jccion Acc wi__ .'equire an 
au uOuiaced sy a te.n Tor da ca coi _eco ion and re por o inq . 

(3) Tinere are no incenoivea Tor inooicooin.-; 
one OeTicic Reduction Aco. lo is perceived as a d..reco^ve 



by tne armed 


services. 


Tnis 


will affect the 


irripieaenLacion 


process and 


tne number 


of per 


‘sonnei a_. oca ted 


zo peri or ja 



casn flow reviews. Tne armed services are not perToroun.; 
ueii under one Prompt Payment or Debt Collection Acts 
collective.,:/. //itn tne Deficit Reduction Act penaing. 
tne armed services nave demonstrated a xac.-: of incentive 
and concern to aggressively comply wi tn tne Treasury 
requi rements . 



2 . Tne Deficit Reduction Act V/iii [mprove Casn 

i- lanapement 

A consensus opinion among tne services cite tne 
Deficit Reduction Act as effective legislation. Altnougn 
It is difficult to quantify the savings presently, tne 
concept of the legislation indicates a potentia,. for 
savings. The suoport for tne Legislation is based on 
past experiences vmere excessive amounts of cash receipts 
.-/ere freauentiy delayed prior to deoositing witn t.ie 
T r e a s u r y . 



3 . The Scope of the rreasurv's Casn Review Process 
T DO .jroad for POD 

Tne excessive numoer of casn fxows witnin POD 
cannot oe documented prior to Septemoer 1986. Tne Treasury 
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Tne 



/J3ived c.ie reqj ii’a..29ni: for fo*i ifiipiornertauion oy a^*o'.;in., 
a ixmiceo review. Tne ariued aerviceo wiii docu.aeni: 
four receipc caan f..ows during ane initial pnaae to ineet 
tne deadline. 

4 . The Proposed Casn Flows are not Sufficient to 
Arrive at a conclusion tnat i.tprovernenta are 
warranted 

Until ail casn flows are completea, the finoj. 
results will remain incomplete. Tne proo^em the Treasury 
must resolve is motivating DOD to complete tne review 
process as designed. The casn flow documentation will 
require an enormous amount of ti;ne to complete. Tne 
Treasury’s directive, witnout funding or additional 
personnel , win cause an adverse effect on the armed 
services. On a micro-level, tne Treasury will oenef it. 

But to save one doliai', the armed services must invest 
five or six dollars in iaoor and time. Tne ar.';ied services 
are concerned about tne cost/benefit reasoning associated 
'With tne legislation. 

5 . The Treasury can institutionalize casn management. 
The Treasury has this autncrity tnrough tne 

deficit .Reduction Act. Tne potential for success is 
fair.. The Treasury can assess cnarges against agencies 
for failure to comply witn casn management legisxation. 

Tne a.mount cnarged is determined oy tne Treasury's assess. .;en 
of tne Cash .'ianagement .Program. The effectiveness of 
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cne 



iegio^auion dapetias on now one Treasury exercises ios 
auonoricy. Tne Treasury wiii deaernine wnecner casn 
nana^emenu oecoMes instiouoionaiized or noo. 

6 . Iraorovina casn rianageme nt in P OO v/^ii oe . c x f f icu^ o . 
Tine influx of ^egisiacion identifies the need for improved 
casn manageitent witnin DOO. The amount of legisiation la 
excessive. Tne Deficit Reduction Act augments tne prooiems 
tne armed services presently encounter in per f orr.iing 
under the Prompt Payment and Deot Co-iection Acts. Tne 
proposed casn reviews are deot management initiatives out 
Debt Collection impiementation nas not been completed. 
Therefore the probxem is compounded. Tne armed sei'vices 
are attempting to improve casn management and nave exper- 
ienced moderate success in Prompt Payments. 

Incentives are essential in ensuring the success 
of tne legislation. The lack of an incentive system has 
oeen cited as a proo-em wnicn hinders effective casn 



management witnin 
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( . Intent not acnieved 

The Treasury's author ization to waive tne requiremen 
for tne compxetion of a*j. casn flows witnin DOD, did not 

The intent of Congress 



comply witn tne intent of Congress, 
was to nave programs implemented (by 



Septemoer 19do) 



v;nicn wou.d snow Liiprove.^ien oii in co^±eozion and dapoa^da 
and aneir er'fecc cn ane- dex'icia . 

6 . i^ionlaorin^ supot'd inaaed perf or.-nance In oaah 

.'Tiana.ieriiena ia ineiTec^ive. 

Coiieccive_y , ana armed aervicea lac.-c a re~uiar 
ayatem for moni noring the caan mana;ieinen'c per i'o;\i;ance ox" 
aubordinate accivioies. Presently, one armed services 
depend on oneir reapecoive auditing agencies for aaaeaain-, 
one casn rnanagemeno performance. Tne auditing funcoion 
ia not performed on an annual oasis wnicin rescricbs 
regular monicoring of performance. 

Tne final implemencacion of tne Deficio Reducoion 
Ace ia two or tnree years away. Tne full impact cannot 
be measured or assessed until all casn flows (receipts 
and d isDursements ) have been analyzed and documentea. 

The -rnpiementation of the Deficit Reduction Act witiiin 
DOD will oecome stagnated uniess progressive action is 
taicen oy tne Treasury. Tne iac;< of incentives and exceaa^v 
legislative requirements ar'e affecting tne armed service's 
attitude toward casn management. Initially, tne support 
was overwhelming but tne influx of legislation is causing 
navoG ana a cnange in attituoe toward casn management. 

It is not efficient to just implement tne require.te 
cf i.egis_ation because it is the j.aw. Ratner, tne goc^ 
of tne armea services snouid oe to impj.ement the iegis.atio 
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C . RSCOi-tlliNDATIONS 

1 . Since cne focus of t.he OeficiL .-jeduction Acc ie 
on coilecLion and deposits . ir.ipie-:nencin,; i:ae 
Treasury's re;:’Jxation is or.iv cne initia, 5i.ec in 
deveiQDin: a system for is^Drovin.~ collections an.: 
ge CO 3 . Ids 



The nexd ssep xS perTornin^j an analysis of one casn 
flows and dne deveiopraend of an inoegraded, fuxiy audoiriaced 
sysdera to increase the processing of coiiecdion and 
deposits. Addidionai researcn efforts should address dne 
prooierns in developing an infor.madion sysdein tr.ad idendifies 
areas for luipro vements , provides tne necessary .nanagerxOi 
reports, and idencifies managers responsible for coixection 
and deposits under their authority. 

2 . T ne Treasury must exercise tneir autnoritv under 
dne Deficit Reduction -Act 



Tne inidiai review proposed by OOD is satxsfacdory 
for the interi:,';. To complede dhe implementation process. 



tne Treasury should request a detaxied plan from DOO. 
r.ie pian snouid outline remaining casn fiows and provi-oe 
dates wnen reviews v;ii. be perfori.ied. 
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To ensure that casn management i.s oeing performed 



iiiecdiveiy. tne ariaea services' review pro->;rams 3; 
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needed. Tne services cannoi re^y on audii: agencies oo 
peri’Oi’n: casn flow reviews. Tne Treasury's Casn iiana:;e.ne 
fieview Guide is appropriaoe for esoaoxishj.ng a casn 
;;;anage.Tienc review progra.a. Suoord ina oe acoivioies s.ioUj. 
sucrnit annual casn fiov; reviews to tne accounting and 
finance centers for analysis. Iniprovemants s.nould be 
.-nade wnere appropriate. The accounting ana finance cento 
.nust pursue casn management ef fectiveness more actively. 

4 . The Treasury snould introduce incentives to 
accornoanv tr.e i.’no.Lei.ientation of the Deficit 
Reduction Act. 

Presently, there are no incentives to encourage 
and motivate tne armed services to oecome aggressive 
toward casn management . One specific suggestion to 
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liocauin^ a 


percentage 


of tne 
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cne casn 


reviews to 


tne se 


r V i c e . 






5. The 


armed 


services 


should increas 


•3 tneir incer 



actions. 

Tne differences among tne services snouia r.ot 
affect the excnange of ideas, espec iac^y wnen confronted 
witn one same prooxems. An example: tne Army is encour. 

ter mg a proo!.em witn civilian personnel overseas. Ti'^e 
Air Force's sOj.ution to tnis prooiem is to assign ..niita 
personnel to tne oi.^lets. But no inquiries are maao 
between managers in eacn service. Their interaction to 
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5 and p^an -e3is^at:.v3 ...ip. etien ta t ion pro^nans 


3 L'lO 'J 1 J 


be tna start of information snaring -ana not tne en 
Tne implementation of tne Deficit Heduction Act 


v; it I'll n 


DOD Vvij .1 oe ti.iie consuming and a lingering issue 


an ^es 3 


tne Treasury requests tnat DOD ta<<e immediate 


action 


to scneduie implementation of tne remaining casn 


I 1 0 W o • 


If tne Treasury fans to act. final resu.ts of 



this lejisiation will be severa^ years av.'ay. 

Fucare researcn couj.b: (1) zrace tne final 30J 

i.io^e-.'ientation of the Deficit Reduction Act: (2) uerfor:;i 



an a n a j 


Lysis of tne 3ramm-Rudman-Ho-i mgs and its effect 


on one 


aeficit; and (3) perform a reviev; of casn rnanage.ne 


i.e -ioid 


at ion (intent and results). 
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3enace Act.iv:.cie3 ?recediri 4 Je veiaoraen c oi' Tiie 
'ieficii: Reduction Act of 1934 

31 Oct 33 -- Senate coaiini ttee on Finance approvea 

its FY34 budget reconciliation 
r ecom.nenuat ions anu transmitted i^ 
to t n e Senate C o in m i 1 1 e e on t n e 
Budget. Tne recommenda t ion inciuaes 
revenue increases of A21.2 oiiiion 
over FY34 FY37 and spending reauctions 
of S4 . 1 billion over FY34 - FYo/. 

4 ;i 0 V d 3 - - Budget committee Senate R e p c t 

.\’o. 93-300 includes in tne Finance 

Committee's revenue and spending 
r ecommend a t i ons as Title d (Oeficit 
Reduction Act of 1933) of S. 2062 
(Omnious Reconciliation Act of 11331. 
1o and 13 iiov 33 -- Finance Committee met to consider 

additional def icit reduction prooosais. 
13 Nov c3 -- Finance Comm.ttee approves resolution 

to .nstruct tne staffs of tne Finance 
Committee and Joint committee on 
Taxation in consultation with tne 
Treasury Depar tment . to draft a 



a e i 



e a u c ■ 



e n c y 



ion poc.o 'e zo 



reduce cne projected jua^iec ae:'_cio 
for FYd4-rYd7. 



12-14 Dec 83 -- Finance Coininictee neid puoiic near^np 

2-7 Feo 3 4 for furtner ceuci.TiOny 
on v;ay3 co reduce tne federal oeficic. 

8 Feb 34 -- Public nearinj heid ao cons i car 

addi'cionai cesaiiTiony concerning 
deficit, reducbion proposals mace by 
ane President's Private Sector 
on Cost Control (Grace Commission). 

2 1 .1 a r 3 4 - - Following a series of m a r w ups , 

tne Finance Committee approved tne 
Deficit Reduction proposals oy a 
recoraed vote of 20-0. (Kef. o ) . 
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